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1

2

3

4

Richard L. Sadlquist
SALLQUIST, DRUMMOND & O'CONNOR, P.C.
4500 S. Lakeshore Drive, Suite 339
Tempe, Arizona 85282
Telephone: (480) 839-5202
Fax: (480)345-0412
Attorneys for H20, Inc.

5 BEFORE THE ARIZONA CDRPORATION CCMMISSION

6

7 DOCKET NO. W-02234A-07-0557

8 AMENDED APPLICATION

9

10

11

IN THE MATTER OF THE
APPLICATION OF HZO, INC., AN
ARIZONA CORPORATION, FOR A
DETER1VNN1AT1ON OF THE
CURRENT FAIR VALUE OF ITS
UTILITY PROPERTY AND FOR AN
INCREASE IN ITS WATER RATES
AND CHARGES FOR UTILITY
SERVICES

)
)
)
)
)
)
)
)
)

12

13

HZO, Inc., ("H20" or the "Company"), by and through the undersigned counsel, hereby

submits an amended rate application and in support of said application states as follows:

14

15 2.

On October 1, 2007, H20 filed a rate application 'm the subject docket.

On November 2, 2007, the Staff issued a Letter of Deficiency requesting numerous

16 additional items.
412

17 3. On November 13, 2007, the Company responded to Staff's Letter of Deficiency

18

19

20

21

22

23

24

indicating that during its review for response to the Letter of Deficiency, it was determined that

the Company had inadvertently and incorrectly booked certain plant and expense items as

reflected in the October 1, 2007 filing. The Company indicated that it would re-iile the

Application with corrected exhibits and explanatory testimony.

4. Attached hereto as Exhibit A, which is incorporated herein for adj purposes, are the

amended supporting schedules substantially inthe form required by the Commission's Rules and

Regulation for rate applications as set forth in AAC R-14-2-103 .

43032.00000.279

1.

-1-



1 5. Attached hereto as Exhibit B, which is incorporated herein for all purposes, are the

2 schedules supporting the Company's Cost of Capital.

3 6. Attached hereto as Exhibit C is the pre-filed testimony of the Company's rate-

4 consultant, Thomas J. Bourassa, CPA, explaining the revised schedules and the reasons for the

5 needed revisions to the original application.

6 7. Attached hereto as Exhibit D is the pre-filed testimony of Mr. Bourassa, explaining

7 the Company's Cost of Capital.

8 8. Attached hereto as Exhibit E are the Company's Responses to the Staff Letter of

9 Deficiency dated November 2, 2007.

10 9. The Company requests that the Commission issue a Procedural Order setting forth the

11 timetable for processing this Application and also notify the Company of the form of notice it

12 must provide to its customers.

13 WHEREFORE, the Company respectfully request that the Commission process this

14 Amended Rate Application and thereafter issue an order granting the requested relief and such

15 other relief as the Commission may deem appropriate.

16 Respectfully submitted this day of May, 2008.

17 SALLQUIST, DRUMMOND & O'CONNOR, P.C.

18

19 \L ~L4 <
20

21

By \
Richard L. Sallquist
4500 S. Lakeshore Drive, Suite 339
Tempe, AZ 85282
Attorneys for HZO, Inc.

22

23

24

43032.00000.279



1

2 Original and fifteen copies of the foregoing
filed this day of May, 2008,
with:3

4

5

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

6

7
Copies of the foregoing Hand Delivered this Q
day of May, 2008 to:

8

9

Hearing Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

10

11

12

Legal Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

13

14

Utilities Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

15,

16 L L h`\¢

17

18

19

20

21

22

23

24

43032.00000.279





BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE
APPLICATION OF HZO, INC. FOR A
DETERMINATION OF THE
CURRENT FAIR VALUE OF ITS
WATER UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN
ITS RATES AND CHARGES FOR
UTILITY SERVICE.

DOCKET NO. W-02987A-07-0557

SUPPORTING EXHIBIT AND SCHEDULES

EXHIBIT A



H20, Inc.
Test Year Ended December 31, 2006

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Schedule A-1
Page 1
Witness: Bourassa
REVISED

Fair Value Rate Base $ t,408,584

310,004Adjusted Operating Income

Current Rate of Return 22.01%

$ 142,737Required Operating Income

Required Rate of Return on Fair Value Rate Base 10.13%

10.00%Required Operating Marginl

Operating Income Deficiency

Gross Revenue Conversion Factor

$ (167,267)

1.5361

Increase in Gross Revenue
Requirement $ (256,943)

Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Customer
Classification
Residential
5/8 Inch
3/4 Inch
1 inch
1,5 Inch
2 Inch
Commercial

$ 55,280
1 ,997,926

184,593
20,856
2.065

$ 44,656
1,877,980

157,500
16,998
1 ,612

$ (10,624)
(119,946)
(27,093)

(3,857)
(453)

$ 2,299
8,400
5,055
1 .785

80,656
55,378

$ 2,061
8,003
4,311
1,407

69,880
47,591

$ (238)
(397)
(744)
(378)

(10,776)
(7,787)

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
Irrigation
3/4 Inch
1 Inch
1.5 Inch

$ 3,020
41,891
32,643

335,174

$ 2.862
37,963
28,606

297,273

$ (158)
(3,928)
(4,037)

(37,902)

$ $ $

-19.22%
-6.00%

-14.68%
_1850%
-21 .94%

0.00%
_10.37%
-4.72%

-14.72%
-21 .17%
-13.36%
-14.06%

0.00%
-5.22%
-9.38%

-12.37%
-11.31%

0.00%
-7.73%

-11.15%
-8.15%

2 Inch
Construction
2 Inch
3 Inch
subtotal $

16,707
67,721

2,911 ,450 $

15,417
60,169

2,674,289 $

(1,291)
(7,552)

(237,161)

Revenue Annualization
GL Reconciliation

239,167 -9.05%
-100.00%

-8. 12%Subtotal

262,954
(3,335)

as 3.171 ,070 $ 2,913.456 $

(23,787)
3,335

(257,614)

Other Water Revenues 208,697 208,697 0.00%
0.00%

-7.62%Total of Water Revenues (a) $ 3,379,767 $ 3,122,153 $ (257,614)

Line
NQ*

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58

SUPPORTING SCHEDULES:
B-1
C-1
C-3
H-1



H20, Inc.
Test Year Ended December 31, 2006

Summary of Results of Operations

Exhibit
Schedule A-2
Page 1
Witness: Bourassa
REVISED

Protected Year
Test Year Present Proposed

Actual Adjusted Rates Rates
12/31/2006 12/31 /2006 12/31 /2007 12/31 /2007

$ 3,116,813 $ 3,379,767 $ 3,379,767 $ 3,122,824
Description

Gross Revenues

Prior Years Ended
12/31 /2004 12/31 /2005

$ 1,638,298 $ 2,488,411

Revenue Deductions and
Operating Expenses

1,603,402 2,472,440 2,720,522 3,069,763 3,069,763 2,980,087

Operating Income $ 34,896 $ 15,971 $ 396,290 $ 310,004 $ 310,004 $ 142,737

Other Income and
Deductions

6,856 3,567 28,783

Interest Expense (15,864) (12,140)

297,864 $

(12,140)

297,864 $

(12,140)

130,597Net Income $

(9,248)

32,504 $

(12,953)

6,586 $ 409,210 $

Earned Per Average
Common Share 0.07 0.01 0.89 0.65 0.65 0.28

Dividends Per
Common Share

Payout Ratio

Return on Average
Invested Capital 0.51% 0.08% 3.29% 3.35% 3.35% 1.47%

Return on Year End
Capital 0.46% 0.07% 2.72% 3.35% 3.34% 1 .47%

Return on Average
Common Equity 32.56% 4.10% 109.43% 95.16% 40.65% 20.12%

Return on Year End
Common Equity 20.64°/> 4.01% 70.10% 64.48% 33.78% 18.28%

Times Bond Interest Earned
Before Income Taxes 4.74 1.51 25.21 38.69 38.69 17.53

Times Total Interest and
Preferred Dividends Earned
After Income Taxes 3.77 1 .23 24.98 35.01 35.01 11.76

Line
NO
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES
C-1
E-2
F-1



H20, Inc.
Test Year Ended December 31, 2006

Summary of Capital Structure

Exhibit
Schedule A-3
Page 1
Witness: Bourassa
REVISED

Line
No . Prior Years Ended

12/31/2004 12/31/2005

Test
Year

12/31/2006

Projected
Year

12/31/2007Description:

Short-Term Debt

Long-Term Debt 258,146 249,532 240,387 229,931

Total Debt $ 258,146 $ 249,532 $ 240,387 $ 229,931

Preferred Stock

Common Equity 157,489 164,075 583,785 714,382

Total Capital & Debt $ 415,635 $ 413,607 $ 824,172 $ 944,313

Capitalization Ratios:

Long-Term Debt 62.11% 60.33% 29.17% 24.35%

Total Debt 62.11% 60.33% 29.17% 24.35%

Preferred Stock

Common Equity 37.89% 39.67% 70.83% 75.65%

Total Capital 100.00% 100.00% 100.00% 100.00%

Weighted Cost of
Senior Capital 3.89% 3.78% 1.83% 1.53%

1
2
3
3
4
5
6
7
8
9

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

SUPPORTING SCHEDULES:
E-1
D-1



H20, Inc.
Test Year Ended December 31, 2006

Construction Expenditures
and Gross Utility Plant in Service

Line
No .

Construction
Expenditures

Exhibit
Schedule A-4
Page 1
Witness: Bourassa
REVISED

Net Plant
Placed

in
Service

Gross
Utility
Plant

in Service

Prior Year Ended 12/31/2004 1,888,801 1 ,563,443 6,475,978

Prior Year Ended 12/31/2005 2,216,744 3,133,664 9,609,642

Test Year Ended 12/31/2006 4,396,370 3,377,702 12,987,344

Projected Year Ended 12/31/2007 518,074 1,016,817 14,004,161

1
2
3
4
5
6
7
8
9

1 0
11
1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9

SUPPORTING SCHEDULES:
B-2
E-5
F-3



H20, Inc.
Test Year Ended December 31, 2006
Summary Statements of Cash Flows

Exhibit
Schedule A-5
Page 1
Witness: Bourassa
REVISED

Projected Year
Present Proposed
Rates Rates

12/31/2007 12/31/2007

Prior
Year

Ended
12/31/2004

Prior
Year

Ended
12/31/2005

Test
Year

Ended
12/31 /2006

$ 32,504 $ 6,586 $ 409,2t0 $ 297,864 $ 130,597

191,608
115,158

261,926 322,570
(36,369)

471 ,243 471,243

(40,204) (73,505) (21 ,326)

690,608
3,079 (1,600) (400)

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and Amortization
Depreciation and Amortization - Adjustment
Other
Changes in Certain Assets and Liabilities:

Accounts Receivable
Unbilled Revenues
Materials and Supplies Inventory
Prepaid Expenses
Deferred Charges
Accounts Payable
Intercompany payable
Customer Deposits
Taxes Payable
Other assets and liabilities

153,113
(9,020)

(14,957)
35,945

1

(52,644)
(25,304)
35,075
(6,732)

2

(43,103)
(15,389)
45,321
(33,085)

s 1,157,834 $ 143,804 $ 627,428 $ 769,107 $ 601,840

(1,888,801) (2,216,744) (4,396,370) (518,074) (518,074)

$ (1,888,801) $ (2,216,744) $ (4,396,370) $ (518,074) $ (518,074)

196,752
743,613
(22,858)

2,428,609 3,512,498 414,459
384,250 1342,678

(8,614) (9,145)

414,459

$ $ $ $ $

Net Cash Flow provided by Operating Activities
Cash Flow From investing Activities:

Capital Expenditures
Plant Held for Future Use
Changes in debt reserve fund

Net Cash Flows from Investing Activities
Cash Flow From Financing Activities

Change in Restricted Cash
Change in net amounts due to parent and affiliates
Net Receipt of contributions in aid of construction
Net receipts of advances for construction
Repayments of Long-Term Debt
Dividends Paid
Deferred Financing Costs
Paid in Capital

Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year $

82,802
1,000,309

269,342
514,160
783,502 $

2,804,245
731,305
783,502

1,514,807 $

10,500
4,856,531
11087,589
1 ,497,662
2,585,251 $

414,459
665,493

2,585,251
3,250,744 s

414,459
498,225

2,585,251
3,083,477

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47

SUPPORTING SCHEDULES:
E-3
F-2



H20, Inc.
Test Year Ended December 31, 2006

Summary of Rate Base

Exhibit
Schedule B-1
Page 1
Witness: Bourassa
REVISED

Line
No.

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 12,987,344
1 ,180,340

$ 12,987,344
1 ,180,340

Net Utility Plant in Service $ 11,807,004 $ 11,807,004

3,031 ,454 3,031,454

Less:
Advances in Aid of

Construction
Contributions in Aid of

Construction (CIAC)
Accumulated Amortization (CIAC)
Customer Meter Deposits
Deferred Income Taxes & Credits
Investment tax Credits

6,449,776
(683,565)

1,600,755

6,449,776
(683,565)

1,600,755

Plus:
Unamortized Finance

Charges
Deferred Tax Assets
Allowance for Working Capital

Total Rate Base $ 1 ,408,584 $ 1 ,408,584

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

SUPPORTING scHEDuLEs;
B-2
B-3
B-5
E-1



H20, Inc.
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments

Exhibit
Schedule B-2
Page 1
Witness: Bourassa
REVISED

Actual
at

End of
Test Year

Proforma Adjustments
Label Amount

Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 12,987,344 $ 12,987,344

Less:
Accumulated
Depreciation 1,442,004 1 (261 ,663) 1,180,340

Line
TQ
1
2
3
4
5
6
7
8
9
10
11
12

Net Utility Plant
in Service $ 11,545,340 $ 11,807,004

Less:
Advances in Aid of
Construction 3,065,859 Cb (34,405) 3,031,454

Contributions in Aid of
Construction 9,271,032 23/3a/4 6,449,776

Accumulated Amortization CIAC Cb

(2,821 ,256)

(683,565) (683,565)

1 ,600,755Customer Refundable Meter Deposits
Deferred Income Tax Liability
Investment Tax Credits

1,600,755

Plus:
Unamortized Finance
Charges

Working capital

Total $ (2,392,307) $ 1,408,584

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES:
B-2, pages 2-4
E-1

RECAP SCHEDULES:
B-1



H20, Inc.
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment 1

Exhibit
Schedule B-2
Page 2
V\htness: Bourassa
REVISED

Line

IJ;
Accumulated Depreciation Adjustment

$Computed Balance
Balance per Company Schedule E-1
Difference s

1,180,340
1 ,442,004
(261 ,663)

Increase (Decrease) to Accumulated Depreciation $ (261 ,663)

1
2
3
4
5

6
7
8
9

1 0
1 1

1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0

SUPPORTING SCHEDULES
B-2, pages 2.1 -2.16
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H20, Inc.
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment 2 6

Exhibit
Schedule B-2
Page 3
Witness: Bourassa
REVISED

CIAC and Accumulated Amortization Adjustment
Adjustment Label

Computed Balance Gross CIAC
Balance per Company books (E-1)
Increase (Decrease)

$

$

$

9,309,115
9,271,032

38,083

Adjustment to CIAC 38,083 2a

Computed Balance A.A.
Balance per Company books (E-1)
Increase (Decrease)

$

$

$

683,555

683,565

(683,565) 2bAdjustment to A.A. CIAC

Adjustment to Rate Base $ (645,482)

Line

M ;
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18

19
20
21
22
23
24
25
26

SUPPORTING SCHEDULES
B-2, page 3.1
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H20, Inc.
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment 3

Exhibit
Schedule B-2
Page 4
Witness: Bourassa
REVISED

Remove Unexpended AIAC and CIAC to pronerlv match PIS in rate base

Adjustment Label
$ 66,959

1,036
206,876

6,578
1,781,747

297,400

Home National Bank Job-1 Checking Acct CRC funds
Home National Bank Job-2 Checking Acct CRC funds
Home National Bank Job-3 Checking Acct CRC funds
Home National Bank Job-4 Checking Acct CRC funds
Home National Bank Money Market Savings CRC funds
HNB Operating CRC Funds
Cash-on-hand 12/31/2006 CRC Funds $ 2,360,596

Adjustment to Gross CIAC $ (2,360,596) pa

$ 34,405
$

National Bank of AZ Savings Acct AIAC funds
Cash-on-hand 12/31/2006 AIAC Funds 34,405

Adjustment to AIAC $ (34,405) Cb

Line
ML
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Adjustment to Rate Base $ (2,395,001)



H20, Inc.
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment 4

Exhibit
Schedule B-2
Page 5
Witness: Bourassa
REVISED

Remove Expended AIAC and CIAC included in CWIP at end of Test Year to properly match PIS in rate base

Constrcution Work-in-Progress at end of Test Year $ 498,743

Adjustment to CIAC $ (498,743)

Line

1
2
3
4
5
5
7
8
9
10
11
t2
13
14
15
16
17
18
19
20
21
22
23
24

Adjustment to Rate Base $ (498,743)



H20, Inc.
Test Year Ended December 31, 2006

Computation of Working Capital

Exhibit
Schedule B-5
Page 1
Witness: Bourassa
REVISED

$ 238,968
10,579
3,241

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Material and Supplies Inventories
Prepayments 8,127

Total Working Capital Allowance $ 260,916

Working Capital Requested $

Line

MQ
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

SUPPORTING SCHEDULES:
E-t

RECAP SCHEDULES:
B-1



H20, Inc.
Test Year Ended December 31, 2006

Income Statement

Exhibit
Schedule C-1
Page 1
Witness: Bourassa
REVISED

Test Year
Book

Results Label Adjustment

Test Year
Adjusted
Results

Proposed
Rate

Increase

Adjusted
with Rate
Increase

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 2,908,115 4 $ 262,954 $ 3,171,070 $ (256,943) $ 2,914,127

208,697
3,116,813 $ 262,954 $

208,697
3,379,767 $

208,697
3,122,824

Operating Expenses

(256,943) $

$

$

$ pa 55,443 $

6 21,852

7/8
11

4,125
(200,000)

Cb
3

33,394
27,218

790,693
77,793

253,894
4,229

169,792
75,119
66,331
12,289

175,063
214,459

52,245
61 ,213
40,000

187,311
471 ,243

63,002
195,394

70,016

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
income Tax

735,250
77,793

232,041
4,229

169,792
70,995

266,331
12,289

175,063
214,459

52,245
27,819
12,782

187,311
322,570

80,959
74,994

3,600

1

Q c

2

1 2

148,674
(17,957)
120,400
156,092

790,693
77,793

253,894
4,229

169,792
75,119
66,331
12,289

175,063
214,459

52,245
61,213
40,000

187,311
471,243

63,002
195,394
159,692 (89,676)

$
$

2,720,522
396,290

$
$

349,241 $
(86,286) $

3,069,763
310,004

$
$

(89,676) $
(167,267) $

2,980,087
142,737

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

28,783

(15,864)

5a
5b
10
5d

(28,783)

3,724 (12,140) (12,140)

Total Other Income (Expense)
Net Profit (Loss)

$
$

12,920
409,210

$ (25,059) $
$ (111,346) $

(12,140) s
297,864 $

- $
(157,267) $

(12,140)
130,597

Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

SUPPORTING SCHEDULES:
C-2
E-2

RECAP SCHEDULES:
A-1
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H20, Inc.
Test Year Ended December 31, 2006

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Schedule C-2
Page 2
Witness: Bourassa
REVISED

Line

MCL

Original
Cost

Proposed
Rate

Depreciation
Expense

131,452
7,954

538,179 17,921

255,856 8,520

4,437,582
51 ,404

2,706,417
1 ,647,121

207,500
2,290,426

45,343

554,698
1 ,712

60,082
32,942
6,910

190,793
907

90,771
121,240

6,054
24,248

52,616 2.631

29,569
224,500

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%

12.50%
3.33%
2.22%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%

20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

1 ,478
22,450

Account

[ M
301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant 149,414 14,941

TOTALS $ 12,987,344 $ 946,288

$ 6,449,776 7.3653% $ (475,045)

$ 471 ,243

322,570

148,674

1 Depreciation Expense
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37 Less: Amort. of Contributions - Adjusted Balance End of TY
38
39 Total Depreciation Expense
40
41 Test Year Depreciation Expense
42
43 Increase (decrease) in Depreciation Expense

44
45 Adjustment to Revenues and/or Expenses

46

$ 148,674



H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Schedule C-2
Page 3
Witness: Bourassa
REVISED

Line

$ 3,379,767
3,379,767
3,122,824
3,294,119
6,588,238

$
$

$

9,231

$ 6,579,008
23.00%

1,513,172
12.8467%

194,392
1 ,002

$ 195,394
74,994

120,400$

No.
1 Adjust Propertv Taxes to Reflect Proposed Revenues:
2
3 Adjusted Revenues in year ended 12/31/2006
4 Adjusted Revenues in year ended 12/31/2006
5 Proposed Revenues
6 Average of three year's of revenue
7 Average of three year's of revenue, times 2
8 Add:
9 Construction Work in Progess at 10%
10 Deduct:
11 Book Value of Transportation Equipment
12
13 Full Cash Value
14 Assessment Ratio
15 Assessed Value
16 Property Tax Rate
17
18 Property Tax
19 Tax on Parcels
20
21 Total Property Tax at Proposed Rates
22 Property Taxes in the test year
23 Change in Property Taxes

24
25
26 Adjustment to Revenues and/or Expenses

27
28

$ 120,400



H20, Inc.
Test Year Ended December 31 , 2006

ADJUSTMENTS TO REVENUES AND/OR EXPENSES
Adjustment Number 3

Exhibit
Schedule C-2
Page 4
Witness: Bourassa
REVISED

Line

M

$ 120,000

3

$ 40,000

$ 12,782

$ 27,218

1 Rate Case Expense
2
3 Estimated Rate Case Expense
4
5 Estimated Amortization Period in Years
6
7 Annual Rate Case Expense
8
9 Test Year Rate Case Expense

10
11 Increase(decrease) Rate Case Expense

12
13 Adjustment to Revenue and/or Expense

14
15
16
17
18
19
20

$ 27,218



H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Schedule C-2
Page 5
\Mtness: Bourassa
REVISED

Line

M

$ 262,954

$ 262,954

1 Revenue Annualization
2
3
4 Revenue Annualization
5
6
7
8 Total Revenue from Annualization

9
10
11 Adjustment to Revenue and/or Expense

12
13 SUPPORTING SCHEDULES
14 C-2 , pages 5.1 to 5,15
15 H-1
16
17
18
19
20

$ 262,954
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Ì *-
1"-
T '. c co-QSC 3 cg

3
" >

o
E

F O v-° G> O
v v- LO ©

GO
LO
N N m

3 a
o GJ
I- >-

|\ofco
Nofv

saw eau; e t so

N
l \

. c co
'6»-ce
o

E 3
->

v- O W (*) 07
1- 1- LD ®

¢6 N
of
N

v- ® (">
<lj W
<4 N
<1-
N

LO
o

eau;

3
v' t-
1"-~ 1- I I I I I

as 99

1- O v- W) O)
v W (") W

m' q-

|

F v -
O O
,< \- n_
P m
v ' c~'>

.¢:4-0

| \
QvN

of
'Q
of
o'>O LD

an .. o._ v i n Lu c "5
m
E

E

co8oo as
Q

cu
w
w
S

N' om o 5

88 898._ (D G) C >
.c .c au...
x o cs .- Lu
UJ U) D. g ac ease wee eye=> <-ees

1- O v- LO W
v- v (O ¢*)v v-

of

\-  Of)  CO\- o
4 F

o
1 -

1.-
c a

't~° CD \"1.- 1.-
\- co to

LD N LDv* N o
ofgog u_ O

o
E

. :.--
Q L

<

(\l`
<*>

.c
E 4-0 O
2

Lo
9>o
z

lo">o wNm
NN

<1-̀
|\

eeee wee an-A <-Aw

1." 1'
LD 1-0
<r  LO
,_l-5 1-

LT
W

v- (V) LO
ID l-D

1-
N
1-

\-

v -

v- O P OF @
1- v- N G° 1-

o
1-

\- W' I* Q-o co o
1\of G)-

N*
<7

5 <0
C 4-

m
E

o
E

o

. c LO
*& 58

o o
O

o
E

c-/-me

of
Q
U)

| I

cm
°?
<r
m

I LO
o

6969

v- Cal T" W W
1-  F (9 (D

I (D
1 -

2 N 9 16o (O
a v ' ( 9

N
I I .c

E \¢-
Q O
E

4.6v* 9'-5 8C |`5 n
G)
u.

o
2

G)
cm

<-see wee see; wee

1"  O  F O
W v- (*)

NF

F LD m v-°
o

N ' v - OF

o
W

v ' F
g - ~

q- N
o CO
N' v-
coP

v- W' (\l v -
m co Cal
Ld "L
N LD
f- 9'

LO
8E nea ,>w-_mm

o
E

.c m
E 4- 9o :m'7

of
N

.c LO
:: \»- 9o
E

O

<

LO
4-
o
W'
a)
m
as
D.

68% 6969 <-ew wee

g.55 |_ o
GJ N q)

o L-

(5
Mac mfr

.m.1._

$8°
S U

6">on823ICQ-E
Q'"uJv-E
\-'53

:>-
08

|-
ma 8

(D E
8

4-0 ._o
w
c

._ o

.Q
o

a>3; a>
U)

g o

QS c
41

as.N_

c 3

;;

cm

O C a>
o g_ 8

a Zs
3 C

_Q G).8

: J

z > c

vo w  \
Q c

o

6 8 .Q
.Q
E  E  3
3  o  Z

3CCC
(5
w

3
GJ
m
m

w e C
Eu

q) G)

E

cm 3
at E

Q 9.92
ME -l-I.9 2

3 o3~
m

G)

2'°45_§¢<
G)

m- 88
13893><=<¢

' u  :
c  O o

cu
cu 3
as "'  o a>

8
'5

WM

inc 8
E ' 5  D . -
8080

2
.n\\h§"'
E N o

Q M

W D Qgo c
g.,9%

> ' co a>

3 (U

o*8§
no

E 8»-9
2 fl.\cn_J Ag

'°5 Q_.9
cu°'a>.N

oE3¢°
w

8a.5§<
ii" °'
a=283° °'

a>
w
(5
(D
o
c

3on c
8 a>q; >
>
< ac

'8
*a,,,no

2'§§°8°= :9833
01"*0.: C D..O°"q)*goog_0
a>`S 2

§@~°
z i n c
. E ¢ < _ N

a>8338
U--

2939o

m .
._oz°lv-nmvm
_|

N <*> q- LT LO l\o com O 1- (\| ¢")
N N  N  N

q-N

l



N\-
et
N
o f

I Ico
N
<1-

I

o
<r
N

1*-
of'p I.c..-

o
E

1 "

I I
(D

c "a 9 F
3

W

§ a
o G)

|- >-

wee Ham he ea

9'
'wavoN

I I I

<~'>
e t
N
LD
1 -

_g go I |
E ~._ 9
O O c

3
' >2

wee9 HE

F' F ®
1""

I I I
o f

I C

I I

m
<t
co
co
1"

I

1- 1- (D
| C)

(q
1-
N

I I I

1 -
*'Z
LT
(Q
1 -

(_)

4-1 :s no'
.Q 'D

8C 4-Q Q
(0

E

. c
E 4-
Q O

2

(Oo
é
a>
a

as
m

8
n, '5

. c8
2448wm

._m®2§§
€888'*=LuLu<no.3n: <-aw eeaa 4-nee 4-as->

r- 1.-
I I I I I

1- 1-
I I"2

N
of

I I I

88"5¢
2 <»:

. cI-1l

<f
vs
o>
oN

of
et
NLO . c

'E *
Q O

E

©
9
>
o

z

1 -
<9
N
< r
1 -

saw w e eec-A mea

1- 1"
I I

LD
s q
nf>
no
1-

I I Iof
m
Q
1 . -

1- 1-
I I1-

1.-
N

LT
et I I

f\
of
¢*>
co

I

:E 8C * |
o E

E
o
E

. : LD

0018
E o

etc-/a eeea eeee

I

1- O Oo N6 \-
N
1 -

1- N v-
r am
o
o>

I co
o

he he

1- 1' M
F-I I I I

o
'Q I

8 LO
C * O
o
2

. c
E 4-
0 O

E

n'
LT
(*)

1-
of
N0_6

a>Ll.
0)
w

casa hes-> Gaea

|

1 -
Ag
cm

I

C \- o
o o é "

xv
E W

. C4-'

1- 8 3
N

N

o
cm 5 8

515 I2 3
<

69 ea

1- F LO
v-I IF
LT
P

I I

LO
1 -
U-
o
m
G.)
UP
m
a

(D
8E nG) ..

6 ;m_1
0)

0)'GLUE
0)

a> cy

€9€19 6999 wee

C

'Egg

3'"88
.no

:l:5'é'8
pa
38
'Jo

193

a-r
cy

,,,no

cm

EE
w
9

E myour
wo §

o

<u8 1
*as 8
M Sn
4-1 9
m a

an
o
3

m
o

E

(D

O ra- c Cm
o..

go ""-.

Q C

D.. .Q4-1
""\»

w

o an4- ». .D
o D.

- 3 Ccy!!
.oz a> E c
E '82 >

:s

E
me 8m

E 8
2 3
8 <»

"5 8'5 .Q
888
2 ` § . s
E u
l .l1_

:1
C
c CD

an an c

cucy
G)L

-» 8
"3

2-3 85
: <J 8`

"a °°-8._ o`°°

: 4 2
'c .-x150

8.8

go G.)

q; a)q, >
c 3 an

oz :UPcu L:

o G.)

2a,,,n:
Q ul'3¢uW'5inc

8833ll) Wn. \.
: O D.

°3l3
"5g..g
|. N8388E5!°o9=-
.E < _aw

'°E0>._§>3s
= < n c <

: 3 m
C 9

a> a> :

m 8

o ea

m
a 3iv o
>- <

o

m

8c 8
<9 C
3, c
M <

a> <v an
ID U) 3

E a)
q) >
> 0

8.
8.

i v
8&"'§
sue?8°-E

as».\~52
N838888 3

_§¢<__d
cm 3<u°'5°
8  q ) > = 5

> ' o
= = < n ¢<
o G.)

an .
c § nm¢m© wm°"n" m of o>F v' 1- 1.' 1- F 1" v- 1- o \- N m

N N N N
<rN



cm q- \" o LD
CJ 1'-
LO
1"

:s q gr ET

v ' LQ_
v"' CJ

1-0
c o
W

Lm
N
1 -

LOLO
oz
co|\

.c noE 4- O
o o |
E '3

' D

3 a
Q G)
|.. >- --../

hesaw he

. c LD
E »_ <9o o c

3E ->

(*) q- 1- CO LT
(3 F
L D
\ -

he 69

:  q -  C  6

1r- '-Q
F LD

1*

|
O

o
qLT

q-
et I

e a s e

A
¢"> 4- Y" o Lf)

oLE
1 ' -

69 Fe

»-"-. f"-.
P 9 1.-' 1-"

v' Q
F F '

T"*h

. c

cm <~f>

I I I I

*....

4-» "5 us-  ' u
8 as
.c .C

o

8C m- |
o

O (5
E E

co
'E 4- 9o oo asD

cuwtn
SN 3
88 .c

°'°°a/58"wea>8S2os..->< (§"'UJLu<na3n: w e <-aaa w a s

Of) q \" o 10--..-4 Q 1"-
LT

:I q- 8` 8*
€") F N

q- . cw

co q- v- Q u'>
CJ \-
u'>
1"

w

re* q- 5 3
Cf) W LT
1- (\I_
1- IF)*n. :-a-v

o
E

8"'5.L
<

o
E

co

c "a '8
o

w a s Gaea w e e

of <r P ca LT
G 1-
L m u

1 *

F 4' '¢"" 0')--..-I (1) v' 1r-
I "H-

m
(D*u-I

T..

£9 <r 1- cm LO
Q 1"
Lf)
T*

1- D

o
E

E 8C * Io a
E

. c no
E m- 3
O O Q

OE
w a s69 he

of v F' o LTQ  FAg
v'

P Q' W LO--.4(we) F (\|
W v"_

et he

of q- F o LO

w i i9
*u-ni 1"'

- .»

1

619 69
f"- /""l I"'\
F 'Qt' LO LT

\ - Of)

T ' \ -F" 1 -
q-

. c
'E q-
Q O
E

-5 8c0"6.é
G)

u.E GJ
w

LO1-
4-o
m
GJmm
o.

9 69

:Vu v 1- o LD
O v*
LO

6889

4
*"2 rt.; m
1" F)

e=>u=>

( " '<1 ' \ -C8
Ldv

I 1-

he 69

1- W LT Q
(Y) 1.-' LT
P _.
T' of

--...r

.c m
E m- o
Q O
E

é
Eu
-1

8 8:"5
<

o
E

wc-A w a s we->

a>

uc
co
LO

-Ia
Es
"--.

§
$ 4

16-J".- an
E E A

. * U u J E
U E \.= § g

2°..g»:528
m cE t
2 8'3>-
Um

G)|- w
d)

8

a> o

U)
o

w
2
8

Q 8 -can -a-I GJ
w

..» o u.

4- Q C
:L '--..

u-- s.. .Q
o

cm
G)*
cu

8 no
' u

Q 13 w 'c
g r :  8  8

o 'o Q. 'u
E
D.

c  o

o
°--.

cu an .M .Q

a> *to a>
0)

"" |.Cw e

a> c
\4°:.
ax!!
c 3

w

z > m

: Eu
E

E .e°'e
_Q m
Ia :
: O V "
O o g . . 9
o m

888==~
E E 3 q ) =3 0 Z > ¢
23.5i<
U P 9a'*°'_ Eua.§2a9
1) >
> - < . E < n ¢

w
<u

as 3
U'  c

o ll)

w
8
m

G M
_,_,'c

QM?
E ~ g D . =
.fa 2 31•30°-n.Oocm

o 0 3 2
E 3 n o

3=8_ C ¢ < _

8 """cu o

Q~9
°=2¢r<

a> :U)<5 : 2.8
G) 3 'c

£ 8
Ea"

w E t
E 2 22 88
m

8 0.<z
"a °°-°8 Eu
8£'é='H

= o§§z?>E
2m_§¢<

o
_ u12

Lu 389
>

' u  :
: O

g
(5
a> '15

>- <

G)

m m

o G)

a>
w

298°3`
°°50_._g"°
8w8:
588°as _
23849-ea E

3<

Ia G)
w 8, 3(W 5 q)

a >> mC M

c
.Q:°:.'

an .
c2vnmvm <.0|\ooo>0 1-n<~'><rLo<.oI\
_|

of m
1 - F v- 1- F v' 1" F 1"

C \- (\| WJ
N N ('\| N

<r(\I



<fa F N m LO
1- * W c*>

,w

N Q' 1- v-
<r (*) ouS \- W
co

o
N

mo
of.c Lo

* OQ O _'
32

vLO
3 a
o m
I- >-

too
CirILO

N
LO

6869 69 he

.C.-
o
E

8C 4-
o c

: J

W 69

(1) W N v LO
F Q-_ ©

1-
| W

Cal of m ea
1-0 Lf) v 'F O
1\ of

co

wee eeee

c~'> (*)
\- v'NI

o I I I I I

82/5uJ¢"5

<") N m or- v- N 9'U; 1-
(D

N © Lr> N
<.o c*'> gr)
, F  C
co I C

LT
4-4

YI'
* I
r~
<*>

<r
co
q-
of

o
2
"at

G)
a

m
w
m
S
3

. c83
2 |\ D "'
:s u-5 o

33¢8@2
1: .c U>5 >
x o cu .- Lu
Lu cm 4 3 re <-nee wee wee

(") 1 -  N <~'> N
v -  v - LO v -

¢6
1-0

N ¢q q- LOv' Lf)
14 F <4
LT (D

<r

C*)811- coco
<l-.1n
(g
Lo

1 -  F  ( D
\ -  Lf)
LT
I-O

m
o
n _
N
Nr LD

E 4- o
Q O

E

. r :
E 14-
o  o

E

co
9>o
z

e969 <-see 6969 sew

(9 (\| \-v- 1- l~
co< * >  r -  N  o f  o

x -  1 - O  v -
,_,5 v'
LO

N m of Cal|\ o m
ad P QLO <*'>

W
. c4-1 8
c a
E O

®I\
1 4-
(O
<1-

\- Y\ |\
Q <l'
LD
<r

, _

1--
1.-°.-'E 8C * |

o 6
E

o
E

wee we/9 we;

(*} o of> (D LOF  P F) O
06 N
go

W F OF v-
(q m NQ' v' If)
LO offof

_c
*a u-
Q O

E

( 9 (\|
\- F

<0

9

o'>oo
oQ<r

<r

v -  N  W
e t  * T
LO
~<r

w e

NOF
'El\:E 8C "5.é

G)
Ll.

o
E G)

(D

saw saw wee Reena

v- ¢\l
(Q I-O

LT

o
|\
a>U)m

D.LO
O

T:

.c..-
o

E

8C "Be
cy
' >

w o 00 (4) LmP v- CV <*)w N
N

(*)\-l\l-O4on~<1-uin"1r\ |\m
. c4-1

of NF

85 "a I
:
<

W
LD

\- W (Nl
<12 LT
oLD

9 '
o f
et
m
v '

eau; sew Gaea wee

oWm
>v"

_ O n o
.Q-'~§3»

BE
.E

a>

x_ 8
E w oq) m

68 >- Q
N o 'U
I -5 *

cu
G)

GJ

'88
48LIJ

w
. .
m

,,,¢z ID

c

(v) 2
m3 >-
c.> 'am

I,- w

G)

Q-4-I
GJ
m

m
o § ll)|_

-a-I
n e o

93

wo §
w o

.Q
o

4- : .Q

3-,-~
8
m

c 5.
m a

q... cu C
- 8

ash'3
C 3

3 C

E o
o 8
:s O
o o

G)
m
. a oz E

N
m

.a : :

Ru 3
C

c

:x
C

c:
m

CO

m :U)cu c
(DU) g

S u-4-v

q) G)

'" Q
o cu

c:
.....

.2 8
`m

822
Se ETE 2+-8
.9 8'3 03~
o N

zgZgc
Z'°8_E8<
80

882 Q

3 q) m

up V)

o >
>- < c < M

8
'6,,,n:

! § 8 "8¢
D.sue"0 W 2

3 8 D

* S C
0 4 0

8 0 . 8  I a
E To£5 o>
:,;-3549

833°ea...
q>>'U¢ > q ) ' 5
< n c <

o G)

m
@"",DEE

ea E an

of
w *bE

"a °"=;
3 :&§z9=

LEO

I.. E
9882
> - <

a>

- 8
m a>

o
c:

Ia :s
°'sQ >
<¢rG)

'63
'5

,,,¢r
'ce%<»°

g r :
UD.eve"k W h

: G CLOf"q>
o g . . 9\*;-48
1 1 8 8 9

§5"'°
.s§<-

4, 15

- -

8941)-18

0 .
€ § N @ ¢ m @ @ ® 0 : N & ¢ W © W ¢ o 1- N m

N N N N
q -
N



1-0LO ©
I I

LO

of
<4
o'>
of

I I

o
et
co
co

I

r\of
<*>

LO
N
(*)

LD
of
Q
(*)882°-

E 2

- L.
_'B m
o G)
1- >-

e=9<-A eeaa ea he

. c ©
*a * 9
o c

3
E ->

o

LO If) I* Nn. W

N1-

v- N LT of
q- o co
Lm' 1- "Z
o <1-
F 9'

$9% ear-A

:s co ©
I I I I I

co LD \- N of11\
Nr\

\- q- \-
I-O an
o
CO

o
<11oN

. c44

©
I
oof

o
"Z
no
mo co

o.9 of Lu C "6 |
cs
EG)

o

2

(D
C vs 3
o an

D

8
m
N

88 QS
' o382822

E . c U>5>X <9--LIJLu<na3Dr er->e1=> wee he:-A

(.D|-0\'("7|-0
oQ1~
<1-

he 9

v-° W N w-
o  CD o
of UZ
co P

N

(D w
| I

W
GO
of
N

I I

LD
Q
1-0
©

I

.c LO
*e ~- oQ O
E

.c
'E '4-
Q O
2

(O
9>o
z

hes-> c-se8 wee wee

LO LD \- us co
LQ Lm
LT
LT

P (D (D
Q W'
co
<r

r '
ca
LQ

co w
I \

o
vs
vo
<9

I I
CD
°2
N
LO

I

I -

o
E

8 8g m- |o E
E

.c LD
~a*<?

0'8
o

o
2

e a u ; ees'-> we-9 ease

w lD o> 1- cm 1-
m m

m

o
I
<r
w-

o

LT
LO

I |
LO
LQ
LO

'
|

5 Lo
c ~»- oo
2

1"
co

. c
E 4-
Q  O
2

m CD
w | I

9
°.éa>u.

ea
co

<-een saw been

coo

(D
Lm.
I\
co

I I
of>
of
LD
1-0

I
(D co

I I
o
Q
<r
co

I l
m
'*!
m
LO

l

LD
4 -
o
co
G)
U)
Eu

D .

co no
_C @ | |

*a * Q
c
N
->

o
E

o

_.kg L O

E
o

:J
<

w e e eeaa eeea wee

108

.828
6,,,LuE

=Ea'z§"o>-Q
g0 o'o--anI.: 'o

C GSuJ
1_E

G)

2 cu
q) G)
: >-

..-
O cm

a>
|-

m
up 4-1 G)

in

'o
8

4-4 O

V)
o Q

'D

m
G) 8

¢D o

Q u
wo

w
* .<D C Cm

3
o ': .Q

o._
|..."..__
GJ

:s
3
c

..-
in
3
O

* o
O x. ms

cu .E3
c 3

.Q :
c 3c

c
C
C

C
o
Eu
(D

'o :|
c  O oz

Z >a>.*8nc<
w e

as
C
4-

5 cu

m "8 E
E e°'e
~8 35°-
o on_°
o 85 0 . _88§38
Z'45€8<'o ._
:0 W0

w 2
882

3 m
UJ - 8 cy :

G)
3" 9 3

>- < C < no

82 8 8
go.QM8
E u°2=§,o g - n . ' o

go. 62=°a°z -na>:'°
88v<
EG)

< > > . ,q)

<

¢l)a> c
@3571

o a>

8 cm

m 893
e"'"'E °"82 gr.

\- 3888 .°:§Z>E
235§<

0
_ Ia'LL1898C

8289
>-< <n¢

mw
m
o
C

G)
>
m

3
8 m'6
m+-18
8.5°'-0
'3ogg-
a t 5\ . 0 mE 05
: -u

> " Q
ore " aQU: <9

c c mQu:< 3 °
o

a> .
. HZ° l v -nm<rLr>
_I

N of <r LO LO I\\ ¢ `.. 'v \ - \ - v - \ - x - \ - v r -o oocr> o  v -  N  o f
N N  N  N

v
(\|



LO
co
q-N

I I

LO
Q
cm
m

I I I I I

E

5 co
c "a C? vQ _

3 6
o GJ
I- >-

ea he

I. : co
'E w- 9

c
3

W

o
E

o

hes;

LD

I I* I
1-0
W '

sees

LD
I q' I

<r
r -

eeee eeee
Q"Q1- 1-

I I I I I I I I I
o co59

o as
2

LO
et
q-N

1-0
Q
U)
OF

LD§*@CO$
2 a

<r| l~
<rco

<q
of
N

-»-»='°u'>-'o
g m
.¢:.s:
x

as
w

8
Eu 'S

8D.:293u1
Mm92

. €6
Lu;/)0_;M wee saw wee me-A

1- 1.-
I I

of
5%
o
<">
1 -

I I

I\
*Q
(*>
o

I

QI'

I I

q-
02
co
oN

I I

<r
LQ
<9
co

I

:Er: - oo
2

(D
O f

<

.c
'E u-Q O
E

(D
9>o
z

<-sc-A earn use;

1- v'
I I

Lm
LQ
<-
N
T -

I I

m
Q
o>
m

I

9 et

1- W (W

.:: v
W

I 1*_
1-
1.-

r ~
Vu. I

-E. 8C * |
o E

E
o
E

(DE lo- £8
o
o

o
2

o

969 wee wee w e

1"'

I I
O
N
u'>
m

I I I

LO
I
coo

(D
9

1- 1-
| Iv-

l~...
'_

|\
Q I I

<*>
Q
N
(v)

|

E 8C |"6 .Q
a>

LL
o
E

. c
E 4-
Q O

E G)
cm

me-A w e wee

r\
<12
m
<|-F

I I I
1:"
1"

m
'.r>.
|\

he 8

W 9'

v
LO
F

I Im.
of
N

I
. c c o I I

*-' oC
`<s e

N"1
o
E

5 oc 4-
o
E

o 3
<

LD
4-
o
OF
a>m
m
D.

we/a wee eeee wee
gr,

bLuE

c:

1"' L .
cu m4-4

G)
o

°--.
8 'o

8

8m o.au

B"
9 8

899
6 o > - G
n 5 2 8

Q g w
' G a n

3>-
0 5

.2

m
cm 2
. - cu

8 w »=L.. G) *Q +4 w
o 8 E

2 ll)
o

*.| O o

C .Q
43 o

an m

3 cu
m M
q) 4-1

cG) 8 Q)
w

2*Q Iam 3
3 O
O o
o

Q_"--... GJ
.Qo  9 - 1 :

N .D

E T
m a
qs'--...

* o

"*=°3
aJ.n_

:x
: 1

z  >  C
:I :x

: s  C
: vs  8 ' f =

*O-
6

m g r.o as E
E E J
z  e n  c
g oLu_

2

u> C
\_ (ow
GD E m u >
E . < a . - Q
O ¢ / ) C 0 _15 : E uo">\3 W e

* ¢I)_Q d).-
a> ._ . _.Qa)E;8
EE3G>g
3 2 2
2z/>.: <
' 0 3 m m

m g'c
958
o > W

1.1.1 _
__ cy
cu 3
a> o
> <

m
2
m

Mn:
9 8 8 °
on:
883°
*(;l' ¢llD. ;

°e°8
0 8 .
53812
so"°§

a c

. § : r < W
a°>""°o
8 8 8 0 8 8¢p>'U
¢ > ¢ D ' Uo so

(0
33mo><

J  c u
c  5
8  c
an C

an an an

8 mg
8 8Q)O > q)

.; <¢r

'8
'et

,Hz
G)

8 3 8
via

2822an n.5 0 D .

o
* 2 8  o

8382
NE a o

2388
. i n : < - N

8==c . 9
Q t ! r.:

<

Q G.)

8
Q) L. G)
O > G)
C < M

aa - o ( N ¢ " ' 7 < | ' L 0 ( O | \
_J

o f  m O  1 - (\ | 60
(\ I N N N

q 'N



l\
of
cf:l\
LT

I I

of
<.Q
o
m
q-

I

/ M

ca
-..-v

co
N
Q
<l'

m m
l\('3
LT(*)
mt-

N
LD

m m

v'\- I I

4-O
Q O...
E 'w

no

I
:>

_To a
o a>
I- >-

wee <-/aw 89

F

ea

.ca-I I I

LT
of I I

m
f
q-
LT
LD

I
m m

c o Q '

o o é3E -1

q-
w

ease mea

co pr)
1- r- l | I I I

of co F
1- wr- I | I I

co
Q I

3 .
gt: LD,Q 'D
.C .oz

o

L4uJ':"5

ea
<q
9'
N
If)

LD
Q
<r
YI'
<r

. C

E 4-
Q O

E

noo
é
GJ

D

of
N|\
o">

1 -
o
( q

(5
(D
in
8

n_ 3
O O

a>0MD£
vo(/)°

a98232
x rv':LUuJc/>n.§m Gaea u=.+<-/=>ea w

co Lo 9 o ZN1- r- N of:
of m
w

I <-

saw
f`I-`NNNQ--O®O7vl\m

m N("') m
(Ur)V

c~'> <">
\- T' I I

co
of
1-
ea
wr

I I

l\
of
Nv-
q-

|

. c (D
E ~4- oQ O
2

:E

E

m

c "a '8
o o

saw <+>e9 mea

cou0§c»6?v-w'-(NCD
vi)of(v)

69 he

aT of 19 £6
of C\I LO
F oz <1-_
P W
m LO

N
We

co m
1- v' I I

| \
<1-.
m
<l'
q -

I I

o
'w
1\(Om

1

o
E

:E 8C * I
o E

E

.c LD
E 4- 88
O O  Q

OE

saw <-een ¢-sea

of LD c"> ID I-DF F ' 9 w'
<5 '*l
v

3 r- 9* :gr
m cm

m "" co"
F) P

q-

CO co
P 1- | I

(D
et
m
o
Lf)

I |"2
o(v)
q-

1

.5

E

8r:o "a .é
G)
u.

.¢:
E 4-Q O
E

sea-> eeea

m (D 9 Q 113
v' v- ""' U) D

of ¢_
(D W

(*) cf:
W v'w I I

oC "5

LT
n .
N
| \
I-O

I I

Lm
P
m
of
q-

I

<0o

. :o-I
o
E

I-D
W
u-
o
o
1-
a>
U)
m
D.

. c co
c  ~ .  9
o  o  :

Eu
"1Eol im

G.) .

§3~
8 - 5 6
M g-Q

6&"'§:§E8
GJ

<5'°>G~8.<a8

ease

Gaea

9 w  3 5w N N
'_; OF

m 5  8m
LO

wee eau; wee

N 4: u=8
E
_g cu
0) G.)
:  >
o  ' a

G)
|- U)

o
q) ~4-I

ca: 3 ax
8 o ea

¢n

s.. O

w
_cg
N

8  M
0) ad E

a>
ll)

c 9
Ar D.

4 -  8o  ; .  c
1 -  a  .3
G) ` (5

w .n-
E 33

2
D.
G)
.Q
o. . .

'Do

W
as

Q 9
m

E §¢r
8 83 oo
o

5123
8 8 m
Z g s m é

3
¢u°'C

N
:s

C z

m
>¢:

G)
a> '8 .Q

E3 o Z c
C

KD
>

GJ c

cu _;'_,,

an :J
<5 8' C

o 0)

8  o  m cy
Lu -  w cy

cy an
ZN 3 93 6 3

o : > nm
>- < _. <
a) o

2
N,,,n:

o£68"84§Q .s § e °
80°-ug;
o  4 8
a~~.8g8 g§ o9 cu
=3&¢'>
so """< 5 ° ' 3 °aa.-9'5>~onay

<8 4

2mEt"Q
G) °=

2 §5,=,n.
5 o  3 `
Q 4 -

"a °'*§
L. 8 . 8

o f m2 =2o
3-__,=¢

m
8
B

'U
63 O

a 3
G) o
>- <

G)

Q 8
m >
>
<(M

G)

2N

8»°',,
E n g
w e :

8 4 1 2 2
U>400.88~=
" 5 2 ° °
a»~~~'2.998 Q
E E W Q

z m é gc.9m°_m
m g
909%

>:<883

ax .
.E Z°-v-n<"><1-no
_|

N of ~¢ LT <.o l~
c l \ o o> Q- F w F W 1-

o

Lo
oI

cm4

c o m Q  F N (*>
N N N  N

<r
N

8



N
1 -

<0 co
I I

v
I
LD
o
(D

I I

m
<4
cor~
<l'

I

m
Lo
co
m

o
E

.c co:~»59
5

' >

3 8
o G)
»->-

LD nom N
°z°Q

LT
v
:Q
of:

wee wee 69 he

co co
I I I I I. c c o*a~°.

o
E

o c

">

(*)
Q
(g
m
LO

of
n.
(D
<r

<-nee

o
LO |\ 1- co N

q (ON |\
9

N

F (D W Ow N  o
M' LD LT
N
LD

LO co
I I

LO
Q
m
(*)
<r

of
|\I . I
of
<r
gr)

I

8
M 1.L1 C *6 I

m
E

06
LD
N

.c
E 4-0 O
2

8
<.'>(D
D

m
m

8
N 3' 8 . C
2 5 o -
345 o33®8@2

>< ._=s 956
uJmu.3nc eeee eeee eeee was

<ooo&`oo6`-'Mno>°QOx-oo

N LT of (DD m N
au o">_ 1-_
L D  F  N
(D (D

LT

LO LO 1- m m
m m
,_<r
m
<r

o  N  o
OF ON v of

of oof ¢*)1-O
E

.c co
E *o

<

. c
E  v4 -
Q O

E

LO
9>o
z

w e e eeee we-A ease

( O  F  L o -  m
F I* - l `-

Lo '*Z.
m N
q -

L r>  o f  L D  F
1 - N o
Lf ;  au Lo
®  F  F
m (O

(D

(D LT 1- coco
q<r601.r>
<rLO

<r of o
o'> <r of<6 no o
N N
<r LOo

2
-E 8

m
E

£0.c o
o  o  1 3
2 o

6969 s a w 484-8

LD LO 1"

LD
o

Qq-
cow
<,3~o
LO£9:E 8C |"6 .D

G)
IJ.

o
E

<oo9 l \ '<T1- LOI-O
c5 Lo_
coco
ea

Q*  W Of)  t -
* I*- 'WM G)_ M
q- N of*Oni *-1\

. c
'E *O-
Q O

E

I

m
co

ea 9

*'° O W' Oo co v
1- co to
(Y) 1-
LT F

on

wee e e e e eeea

.c (D
*a lo- Q
o
E

/`
co o v 1- NF '  - \

Lo cy_
v :faof \/

A /\ A
V 03 ID 1-

co P of
<6 ea v
o N v
l~ V au

883
E

wee
Lao¢Q<r
m y
m
we

N Q O
N  v  o
v'  v  'E
v LD
(*) o

LO
1 -
'4-
o
v -

U
U I
(0
D .

w e e

1-

wr-
Wan/

we-H ease eeee

.5

co
8

m N

v -
o'>m_1._
a>

G). usEbE\_
EEN_own
0<J>-
N

8

w

Ù
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H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Schedule C-2
Page 6
Witness: Bourassa
REVISED

Line

Mr

$
Adiustment Label

(28,783) 5a
- 5b
- 5c

$ (28,783)

1 Remove Other Income and Expenses to Eliminate Effects on Income Taxes
2
3
4 Test Year Interest Income
5 Test Year Other Income
6 Test Year Other Expense
7
8 Total

9
10
11 Adjustment to Revenue and/or Expense

12
13
14
15
16
17
18
19
20

$ (28,783)



H20, Inc.
Test Year Ended December 31, 2001

Adjustment to Revenues and Expenses
Adjustment Number 6

Exhibit
Schedule C-2
Page 7
Witness: Bourassa
REVISED

Line

M

$ 232,041
846,288
0.27419
79,698

$ 21,852

1 Annualize power cost for additional gallons from annualization of revenues
2
3 Test Year Power Costs
4 Gallons sold in Test Year (1 ,000's)
5 Cost per 1,000 gallons
6 Additonal gallons from annualization (in 1,000's)
7
8 Additional Expense
9

10
11 Adjustment to Revenue and/or Expense

12
13
14
15
16
17
18
19
20

$ 21,852



H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 7

Exhibit
Schedule C-2
Page 8
Witness: Bourassa
REVISED

Line

M L

$
70,068

0.39
$ 27,327

$
70,068

0.41
$ 28,728

$ 1 ,401

$ 1 ,401

1 Increase Postage for Rate Change
2
3

4 Test Year Number of Bills
5 Mailing Cost per Bill
6 Total Mailing Cost for Bills During Test Year
7
8 Test Year Number of Bills
9 New Rate Per Bill

10 Total Cost for Billing Services During Test Year
11
12
13 Increase (decrease) in Office Expense
14
15 Adjustment to Office Expense

16
17
18
19
20 Adjustment to Revenue and/or Expense

21
22
23
24
25
26
27

$ 1,401



H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 8

Exhibit
Schedule C-2
Page 9
Witness: Bourassa
REVISED

Line
No.

$
6,642

0.41
$ 2,723

$ 2.723

1 Annualize Postage
2
3

4 Additional Bills from Revenue Annualization (1)
5 Cost per Bill (2)
6 Increase (decrease) in Office Expense (1) times (2)
7
8 Adjustment to Office Expense

9
10
11
12
13 Adjustment to Revenue and/or Expense
14
15
16
17
18
19
20

$ 2,723



H20, one.
Test Year Ended December 31 , 2006

Adjustment to Revenues and Expenses
Adjustment Number 9

Exhibit
Schedule C-2
Page 10
V\htness: Bourassa
REVISED

Line
tit;

Label

$
$

790,693
735,250

$ 55,443 pa

$
$

61,213
27,819

$ 33,394 go

$ 63.002
80,959

$ (17,957) Qc

1 Annualized Salaries and Waqes and PR Burden
2
3 Salaries and Waves

4 Annualized Salaries and Wages
5 Test Year Salaries and Wages
6
7
8 Increase (decrease) in Salaries and Wages

9
10 Emplovee Health Insurance
11 Annualized Employee Health Insurance based on 2007 rates
12 Test Year Employee health and Life Insurance
13
14
15 Increase (decrease) in Employee Health Insurance

16
17
18 Pavroll Taxes
19 Annualized Payroll Taxes
20 Payroll Taxes Recorded in Test Year
21
22 increase (decrease) in Payroll Taxes

23
24
25 Adjustment to Revenue and/or Expense
26
27 SUPPORTlNG SCHEDULES
28 C-2, Page 10.1
29

$ 70,880 g
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H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 10

Exhibit
Schedule C-2
Page 11
Witness; Bourassa
REVISED

Line

M ;

$ 1,408,584
0.86%

$ 12,140

$ 15,864

$

1 Interest Svnchronization With Rate Base
2
3

4 Fair Value Rate Base
5 Weighted Cost of Debt from D-1
6 Synchronized Interest
7
8 Test Year Interest Expense
9

10 Increase (decrease) in Interest Expense
11
12 Adjustment to Revenue and/or Expense

13
14
15
16
17
18
19
20

$

(3,724)

s,724



H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 11

Exhibit
Schedule C-2
Page 12
Witness: Bourassa
REVISED

Line

1 Remove FEL Construction Services Expense
2
3

FEL Construction Service Expense Recorded in test year $ 200,0004
5
6
7
8

9
10
11
12
13
14
15
16
17
18
19
20

Adjustment to Revenue and/or Expense $ (200,000)



H20, Inc.
Income Tax Calculation

Adjustment to Revenues and Expenses
Adjustment Number 12

Exhibit
Schedule C-2
Page 13
REVISED

Line
No.

Witness: Bourassa

Test Year
Book

Results

Test Year
Adjusted
Results

Adjusted
with Rate
Increase

412,810

412,810

457,556

457,556

200,613

206,613

28,765 31,883 13,979

384,045
28,765

425,674
31,883

186,634
331979

412,810 457,556 200,813

28,765 31,883 13,979

384,045 425,674 186,634

7,500
6,250
8,500 Federal

91 ,650 Effective
16,675 Tax

Rate
130,575 31.63%

7,s00
6,250
8,500 Federal

91,650 Effective
30,829 Tax

. Rate
144,729 3163%

7,500
6,250
8,500 Federal

33,787 Effective
0 Tax

Rate
56,037 27.93%

r

159,340 176,612 70,016

38.60% 38.60% 34.90%

1
2
3
4
1 Income Before Taxes

2 Arizona Income Before Taxes
3
4 Less Arizona Income Tax
5 Rate 6.97%
6
7 Arizona Taxable Income
8 Arizona Income Taxes

9
10 Federal Income Before Taxes
11
12 Less Arizona Income Taxes
13
14 Federal Taxable Income

15
16
17
18 FEDERAL INCOME TAXES:
19 15% BRACKET
20 25% BRACKET
21 34% BRACKET
22 39% BRACKET
23 34% BRACKET
24
25 Federal Income Taxes

26
27
28 Total Income Tax
29
30 Overall Tax Rate

31
32 Income Tax at Proposed Rates Effective Rate
33
34

159,692



H20, Inc.
Test Year Ended December 31, 2006

Computation of Gross Revenue Conversion Factor

Exhibit

Schedule C-3

Page 1

Witness: Bourassa

REVISED

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
27.93%

State Income Taxes 6.97%

Other Taxes and Expenses 0.00%

34.90%Total Tax Percentage

Operating Income % = 100% - Tax Percentage 65.10%

Gross Revenue Conversion Factor1
Operating Income % 1.5361

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-1



H20, Inc.
Test Year Ended December 31, 2006

Comparative Balance Sheets

Exhibit
Schedule E-1
Page 1
Witness: Bourassa
REVISED

Line
No .

Test
Year

Ended
12/31/2006

Year
Ended

12/31/2005

Year
Ended

12/31 /2004
ASSETS

Plant In Service $ 12,987,344 $ 8,468,658 $ 5,651,701

Non-Utility Plant
Construction Work in Progress
Less: Accumulated Depreciation
Net Plant $

49,528
498,743

(1 ,442,004)
12,093,611 $

49,528
621,059

(1,155,804)
7,983,441 $

49,528
1,221 ,272
(893,878)

6,028,623

Debt Reserve Fund $ 21,565 $ 19,409 $ t5,095

$ 2,556,179 $ 1,497,662 $ 754,004

237,607
116,082

216,281
100,693

142,776
75,389

CURRENT ASSETS
Cash and Equivalents
Restricted Cash
Accounts Receivable, Net
Notes/Receivables from Associated Co.
Materials and Supplies
Prepayments
Other Current Assets
Total Current Assets

8.127 7,727 6,127

$ 2,917,995 $ 1,822,363 $ 978,296

Deferred Debits $ $ $

Other Investments & Special Funds $

TOTAL ASSETS

$

$ 15,033,172 $

$

9,825,214 $ 7,022,015

LIABILITIES AND STOCKHOLDERS' EQUITY

Common Equity $ 583,785 $ 164,075 $ 157,489

Long-Term Debt $ 240,387 $ 249,532 $ 258,146

$ 122,593 $ 165,696 $ 218,340

120,551
28,209

75,230
61,294

40,155
68,026

$ 271,353 $
26,916

329,137 $
10,248

336,769

$ 1,600,755
3,065,859

$ 1,464,631
1,859,305

$ t ,059,460
1 ,880,226

CURRENT LIABILITIES
Accounts Payable
Current Portion of Long-Term Debt
Payables to Associated Companies
Customer Meter Deposits, Current
Customer Security Deposits
Accrued Taxes
Accrued Interest
Other Current Liabilities
Total Current Liabilities
DEFERRED CREDITS

Customer Meter Deposits, less current
Advances in Aid of Construction
Accumulated Deferred Income Taxes
Contributions In Aid of Construction (CIAC)
Accumulated Amortization CIAC
Total Deferred Credits

9,271,032 5,758,534 3,329,925

$

$

13,937,647 $ 9,082,470 $

9,825,214 $

6,269,611

7,022,015Total Liabilities & Common Equity 15,033,172 $

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51

52
53
54
55

SUPPORTING SCHEDULES:
E-5

RECAP scHEDuLEs;
A-3



H20, Inc.
Test Year Ended December 31, 2006

Comparative Income Statements

Exhibit
Schedule E-2
Page 1
Witness: Bourassa
REVISED

Test
Year

Ended
12/31/2006

Prior
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 2,908,115 $ 2,272,966 $ 1,512,015

Total Revenues
Operating Expenses

208,697
3,116,813 $

215,445
2,488,411 $

126,284
1 ,638,298

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
insurance - Health and Life
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Properly Taxes
income Tax

$

$ $ $ 478,687
35,517

128,808
2,457

124,151
44,848
53,175
12,203

108,182
148,532

25,208
26,606

8,873
103,112
191,608

42,405
50,044

8,977
1,603,402

34,896
Total Operating Expenses
Operating Income
Other Income (Expense)

$
$

735,250
77,793

232,041
4,229

169,792
70,995

266,331
12,289

175,063
214,459
52,245
27,819
12,782

187,311
322,570

80,959
74,994
3,600

2,720,522
396,290

$
$

800,754
78,446

192,020
5,093

214,771
55,522

137,904
24,454

179,012
195,749

41 ,888
18,010
12,764

119,024
261,926

71,034
60,521
3,549

2,472,440
15,971

$
$

3.567 6,856

(9,248)

Interest Income
Other income
Interest Expense
Other Expense

28,783

(15,864) (12,953)

Total Other Income (Expense)
Net Profit (Loss)

$
$

12,920
409,210

$
$

(9,385) $
6,586 $

(2,393)
32,504

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-2



H20, Inc.
Test Year Ended December 31, 2006

Comparative Statements of Cash Flows

Exhibit
Schedule E-3
Page 1
Witness: Bourassa
REVISED

Test
Year

Ended
12/3 t /2006

Prior
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

$ 409,210 $ 6,586 $ 32,504

322,570
(36 I 369)

261,926 191,608
115,158

(21 ,326) (73,505) (40,204)

(400) (1 ,600)
690,608

3,079

(43,103)
(15,389)
45,321

(33,085)

(52,644)
(25,304)
35,075
(6,732)

153,113
(9,020)

<14,957)
35,945

$

(29,072)

598,356 $

12,354
2

156,158 $

(29,499)

1

1,128,335

(4,396,370) (2,216,744) (1,888,801)

$ (4,396.370> $ (2,216,744) s (1,888,801)

3,512,498
1,342,678

(9,145)

2,428,609
384,250

(8,614)

196,752
743,613
(22,858)

$ $ $
82,802

1,000,309
239,843
514,160
754,003

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and Amortization
Depreciation and Amortization - Adjustment
Other
Changes in Certain Assets and Liabilities:

Accounts Receivable
Unbilled Revenues
Materials and Supplies inventory
Prepaid Expenses
Deferred Charges
Accounts Payable
intercompany payable
Customer Deposits
Taxes Payable
Interest Payable
Other assets and liabilities
Rounding

Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities:

Capital Expenditures
Plant Held for Future Use
Changes in debt reserve fund

Net Cash Flows from Investing Activities
Cash Flow From Financing Activities

Change in Restricted Cash
Change in net amounts due to parent and affiliates
Net receipts of contributions-in-aid of construction
Net receipts of advances in aid of construction
Repayments of Long-Term Debt
Dividends Paid
Deferred Financing Costs
Paid in Capital

Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year $

10,500
4,856,531
1 ,058,517
1 ,497,662
2,556,179 $

2,804,245
743,659
754,003

1 ,497,662 $

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-5



H20, Inc.
Test Year Ended December 31, 2006

Statement of Changes in Stockholder's Equity

Exhibit
Schedule E-4
Page 1
Witness: Bourassa
REVISED

Common
Stock

Additional
Paid-In-Caoital

Retained
Eamincls Total

$ 38,785 $ 590,859
82,802

$ (587,460) $ 42,184
82,802

Balance, December 31, 2003
Add fl Paid In Capital
Dividends/Adjustments
Net Income 32,504 32,504

$ 38,785 $ 673,661 $ (554,956) $ 157,490Balance, December 31, 2004
Add fl Paid In Capital
Dividends/Adjustments
Net Income 6.586 6,586

s 38,785 $ 673,661
10,500

$ (548,371) $ 164,075
10,500

Balance, December 31, 2005
Add fl Paid In Capital
Dividends/Adjustments
Net Income 409,210 409,210

583,785Balance, September 31, 2006 $ 38,785 $ 684,161 $ (139,161) $

Line
ILQ-
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

SUPPORTING SCHEDULES: RECAP SCHEDULES:



H20, Inc.
Test Year Ended December 31, 2006

Detail of Plant in Service

Exhibit
Schedule E-5
Page 1
Witness: Bourassa
REVISED

Plant
Additions,
Reclass-

ications or
or

Retirements
Acct.
No. Plant Description

Plant
Balance

at
12/31/2005

Plant
Balance

at
12/31/2006

$ $ $
131,452

7,954
283,710 254,469

131,452
7,954

538,179

228,640 27,216 255,856

2,965,403
40,252

1 ,766,902
1 ,492,716

183,948
1 ,854,665

28,407

1 ,472,179
11 ,152

939,515
154,405

23,552
435,761
16,936

4,437,582
51,404

2,706,417
1 ,647,121

207,500
2,290,426

45,343

78,892
112,111

11,879
9,129

90,771
121,240

35,721 16,895 52,616

29,569
229,098 (4,598)

29,569
224,500

301
3 0 2
303
304
305
3 0 6
3 0 7
308
309
3 1 0
311
3 2 0
3 3 0
331
333
334
335
3 3 6
3 3 9
3 4 0
341
342
343

.344
8 4 5
3 4 6
3 4 7
348

Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant
Plant Held for Future Use

140,202 9,212 149,414

TOTAL WATER PLANT $ 9,609,642 $ 3,377,702 $ 12,987,344

Line
No.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
2 5
26
27
28
2 9
30
31
32
33
34
35
36
3 7

SUPPORTING SCHEDULES RECAP SCHEDULES:
A-4
E-1



H20, Inc.
Test Year Ended December 31, 2006

Operating Statistics

Exhibit
Schedule E-7
Page 1
V\litness: Bourassa
REVISED

Test
Year

Ended
12/31/2006

Prior
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

WATER STATISTICS:

Total Gallons Sold (in Thousands) 868,002 650,905 456,448

Water Revenues from Customers: s 2,908,115 $ 2,272,966 $ 1,512,015

Year End Number of Customers 6.668 5,778 4,013

Annual Gallons (in Thousands)
Sold Per Year End Customer 130 113 114

Annual .Revenue per Year End Customer $ 436.13 $ 393.38 $ 376.78

Line
No.

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Pumping Cost Per 1,000 Gallons
Purchased Water Cost per 1,000 Gallons

$
$

0.2673 $
$

0.2950 $
$

0.2822



H20, Inc.
Test Year Ended December 31, 2006

Taxes Charged to Operations

Exhibit
Schedule E-8
Page 1
Witness: Bourassa
REVISED

Test
Year

Ended
12/31/2006

Prior
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

Description

$ 3,600 $ 3,549 $ 8,977Federal Income Taxes
State Income Taxes
Payroll Taxes
Property Taxes

80,959
74,994

71,034
60,521

42,405
50,044

Line
No.
1
2
3
4
5
6
7
8

9
10
t i
12
13
14

Totals $ 159,553 $ 135,103 $ 101,426



H20, Inc.
Test Year Ended December 31, 2006

Notes To Financial Statements

Exhibit
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Page 1
Witness: Bourassa
REVISED

The Company does conduct independent audits



H20, Inc.
Test Year Ended December 31, 2006

Projected Income Statements - Present & Proposed Rates

Line
No.

Test Year
Actual
Results

Exhibit
Schedule F-1
Page 1
Witness: Bourassa
REVISED

At Present
Rates
Year

Ended
12/31/2007

At Proposed
Rates
Year

Ended
12/31/2007

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 2,908,115 $ 3,171,070 $ 2,914,127

$
208,697

3,116,813 $
208,697

3,379,767 $
208,697

3,122,824

Operating Expenses
Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Gffice Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - health and Life
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Properly Taxes
Income Tax

$ 7 3 5 , 2 5 0
7 7 , 7 9 3

2 3 2 , 0 4 1
4 , 2 2 9

169 , 792
7 0 , 9 9 5

266 , 331
1 2 , 2 8 9

175 , 063
2 1 4 , 4 5 9

5 2 , 2 4 5
2 7 , 8 1 9
1 2 , 7 8 2

187 , 311
3 2 2 , 5 7 0

8 0 , 9 5 9
7 4 , 9 9 4

3 , 6 0 0

$ 7 9 0 , 6 9 3
7 7 , 7 9 3

253 , 894
4 , 2 2 9

169 , 792
7 5 , 1 1 9
66 , 331
12 , 289

175 , 053
2 1 4 , 4 5 9

52 , 245
61 ,213
4 0 , 0 0 0

187 , 311
471 , 243

6 3 , 0 0 2
195 , 394
159 , 692

$ 790 , 693
77 , 793

253 , 894
4 , 229

169 , 792
75 , 119
66 , 331
12, 289

175, 063
214 , 459

52 , 245
61 , 213
4 0 , 0 0 0

187 , 311
471 , 243

63 , 002
195, 394

70 , 016

$
$

2,720,522
396,290

$
$

3,069,763
310,004

$
$

2,980,087
142,737

28,783

(15,864) (12,140) (12,140)

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
2 0
21
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
30
31
32
33
34
35

36

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets

Total Other Income (Expense)
Net Profit (Loss)

$
$

12,920
409,210

$
$

(12,140) $
297,864 $

(12,140)
130,597



H20, Inc.
Test Year Ended December 31, 2006

Projected Statements of Changes in Financial Position
Present and Proposed Rates

Exhibit
Schedule F-2
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Witness: Bourassa
REVISED

Line
No. At Present

Rates
Year

Ended
12/31 /2007

At Proposed
Rates
Year

Ended
12/31 /2007

Test Year
Ended

12/31/2006

$ 409,210 $ 297,864 $ 130,597

322,570
(36,369)

471,243 471 ,243

(21 ,326)

(400)

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and Amortization
Deferred Income Taxes
Other
Changes in Certain Assets and Liabilities:

Accounts Receivable
Unbilled Revenues
Materials and Supplies Inventory
Prepaid Expenses
Deferred Charges
Accounts Payable
Intercompany payable
Customer Deposits
Taxes Payable
Other assets and liabilities

(43,103)
(15,389)
45,321

(33,085)

$ 627,428 $ 769,107 $ 601,840

(4,396,370) (518,074) (518,074)

$ (4.396,370) $ (518,074) $ (518,074)

3,512,498
1,342,678

(9,145)

414,459 414,459

$ $

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
"32
33
34
35
36
37
38
39
40
41
42

43
44
45

Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities:

Capital Expenditures
Plant Held for Future Use
Changes in debt reserve fund

Net Cash Flows from Investing Activities
Cash Flow From Financing Activities

Change in Restricted Cash
Change in net amounts due to parent and affiliates
Net Receipt of contributions in aid of construction
Net receipts of advances for construction
Repayments of Long-Term Debt
Dividends Paid
Deferred Financing Costs
Paid in Capital

Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

F-3

$

10,500
4,856,531
1 ,087,589
1 ,497,662
2,585,251 $

414,459
665,493

2,585,251
3,250,744 $

414,459
498,225

2,585,251
3,083,477



H20, Inc.
Test Year Ended December 31, 2006
Projected Construction Requirements

Exhibit
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REVISED

2007 2008 2009Test Year
$ $ $

254,469

- $
4,483

88,656 225,000 130,000

27,216 470,000 30,000

11,9011,472,179
11,152

939,515
154,405
23,552

435,761
16,936

6,121
16,791

326,122
8,639

595,000
50,000

1,415,000
1,093,040

173,750
223,500
111,000

550,000
75,000

1,200,000
2,537,160

415,000
518,000
180,000

11,879
9,129

10,619
15,261 80,000

15,895 19,700

60,000

25,000

Account
Number

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

9,781 30,000

25,000
80,000
30,000

Plant Asset:
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake, River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Plant Structures and improvements
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Miscellaneous Equipment
Other Tangible Plant

(4,598)

9,212 30,000

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Total $ 3,377,702 $

25,000

518,074 $ 4,596,290 $ 5,880,160



H20, Inc.
Test Year Ended December 31, 2006

Assumptions Used in Rate Filing

Exhibit
Schedule F-4
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REVISED

Property Taxes were computed using the method used by the Arizona Department
of Revenue

Projected construction expenditures are shown on Schedule A-4.

Expense adjustments are shown on Schedule CO.

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15

Income taxes were computed using statutory state and federal income tax rates.



8'88888
1\olo~»v<o

w QQNQQQ=\-ounoo
., 0 C

c
\

8
of
<4
of
l\

8888888ooc>r.ou'>\-cocoad><~ocol~cn
o o o o nn- v

8 -is 89 8
1- an 1-.. NF q O 9
G 1- - v'-

T*

1-
"2
co
1.-

888ool.n<~'>"?'*!°QQNN
8oQoo

D.

'o
8 u
g. as

ea 2 3
D.

v
>
dl
Cr

I
8LD
co|\|\

8 8 8 8 8 8 8too>r~col~ol\oc\11-ol~cnc\l
O O O O (\J v" LD

3983939
m g

6 14

8
o f
\ -

<r
1 -

8881\c*>o
~'e°"e°?QNN

8o
Qoo

m 'E
O

mud

ow,,, §§§44 vo><oof>l\oCL- . . . . .q)23v'<X)©00m"2 (D
2

fa 3
.rt .c

o

8
m8
8

8 3
8882u>c>

ca-:LLl><,,,§€¢
LlJ

£38

8888
o!oconocn

o

N o o f  o  v
8
co
Lm.
up

4-1

= . . . .8
2 m07£?9' fv;
m.: | I | |
9.0

v-

"r

8 8 8 8 8 8 81\c\lnI~no<oc~'>€")l\l\\" l l0O(\!
o q- w w w
W V3WWW

8888
°!<*z<'z<~Q
LOCJN*

I I I

\No~<'- f;
\-<5

I

v (D c*'> N m

*Q QQ 93,
o m :faF  F  N" y -

» - / ` » - l l f
n < rcn L n u >

»-\
<rI*cm
\-
(D

9 9 4 9 5 5 6 9 3
coo><r l~oon

OISO
v ' (\l

mnwcwovO')OC)
my-,l\

<")

4?
N
Q
<0
<r

C93
m LO <r
°l'Q°Q
F I\ ®

9
l*-

1-
(D
v-

1_0

3 5o

==s
(D efaeaeeaaea 69 ssweaee ea see/sea heea ea ee aa ee aa ee

LOO1-O®G>LD
ooof><rooI.oc~1
moo<r\-o>l~<">

co<r¢*>

N <*) (D mLOLD o | \of G) £0 (\|
(\| r\ co I\Of)N C)N

<ro| \
<0(Ovo

1\ m ©
* LO ofW W LO
LO o LD1- (D N

OF
of
q
<rI\
©.
onq)

001-
1.-

LO
<1-
' E
oo
m
Q
N

N

c o o o o o mL o c o o o n -
V  3 Q Q 4 Q Q4>=W'l\|\tO1-8 § 9 ' l \ m w
gm

B J !
o

was->e=>eaua ea ea aa ea ee es ee ee eamenee he w w w en

ea
c o

LD
<11
v '6

c

oN
Ifono
~_N

c>ou'>l.or.oooof>a>o1.oool.nl\I\
~_<nQ'x<°_°"z~fz(\l®Lf)v"Ol-0¢*)comm

O 1- (9 W '
a l  o>  v | \
o of  co 1-
<~'> v- N LO

v co <*>
(Y)

ofN
_

N
q'

1- G
o  N N
'E 'vo
c o N v
v- (D W \-

OF
N

s

o
G)

O(D¢*)<.D\.0
oomoumcoiN®©_®_O

c z no oz oo m
° : 071'-

8° W1 . >

Ar

(D
>
a>

ca ee c-n ew-A 4-/-> eeeeenwmwee eA¢-ec-nee 69 e=><-A449 ea

q)
CE
u

Q
g
o

8 "a
O g

co 8
82Et.§§.,-,a°~>~»
' 5  c 2Li><».83

| -

G)
....
Ti

c  c  c  c
o o o o4-4 -0-4 4-4 4-1m m m m
U)or m U)
4 1. a. |-

:J
C
C
<

E4-4
8
. Q
3
CD

3

.C4-4

E  3 E E E
G)G)G)d)G)
'o'rJ'o'o'o
wwwmum
ncccrrccn:

V)
a>

w
a>

8o
8
8>

iaaE§§_
8888888
mmmommoEEEEEE8EEEo o o o o
o o o o o o

8883>
GJ G) o a>
Q. Q. o. a.
m M m (5O o o o(I) m m (D
'o 'u 'c 'UC C  C  :
m m m m_J _\ .J _|

3 6 . 3

g o :
O O

* f u
§ " ' 3 § *

o.5 '5.5
C C :C C

Lo- n

u 8 8 8 8 8

88  F
LO

. N <*>v-

8 6 8 6c Cc c
q* I-O8 v* '_ Cal

.C .Co  oC C
N (")

C
.Q
m
.~_
E
3
C
<
Q

8
a>

m
m
q)
c
G)>
G)
M

8o
| -

.s °l_,z
o c\1<*><rl.r>Lor~ooc>o nof><rl.ncol~cocno w a v

* N m w © " v ; v v v v v v v n n n n n n n n n n m § m m m

8
LO



._ CD

.c .c
X

(5
m
m
as

W 'S
' o

J : m
GJ . .
3448

`3l° 8
m

LLI(/JD.

m

-. '5
ss2a>_Q.5 Es
s=.;=~"<03-

Ea8 9
<DE
m z

822-3-=:Ein

m
c

v»
_u>

cf> U) |\ co
(D LO m (*)

w v o : W <r
L()
LD

\-no'><l-1n
I-DLOLOLDI-0
D.&D.D.D.

o o o o o

500000'Loco
<4
co

8N
et
°?

N
'.r>_
LO

N
LT

co
co
1"

@1-

m n m m m m m
D.D.D.D.D.D.

qlqlqqlqiql

foam
N N W

Q q oq cq q qogo<v>Lr»ooc>oo
" T 'T

Co LD 6955*
v *  N --./

::"6"FI`
N q- QI LD m q-
1" CO W

8 8 8 8
<Q'°==e°!
N O 3 v \ -
I |

I I

m <0 of N
N N P (D

€\I(qq-L()
uil.r$».r$L6
D.D.D.D..
qlqlqxq'

ocooomwmmw
~=° _°*z=°

N

8m
*Q

m
N
v '

Lf)
:fn
01
co
N

1-
1"
I

8o
Qo

I

I

N
<r
r.o_
co

8LD
Q
°?

co
m
<Q
0>
I\

of o m N
v- v"' O I*-

v of N
r-

(D
=';
of
'r'

o 3>`9
<1'mco

N v LT
m (O LO
|\ Q Q

W N

9939comooo'<DO')OVV ..coV

6|\
<o_I\V

I

,Q
of
'E
(*J
N

Ia

35° .¢:
Do

*Hui

69 w ea w ea w eaefa e e e a e a e r 69' 69 69

| \(O

65 619 w as

'l l\ w v
LD co

M  - ®  G O  W
LD ¢"') v
co

m
LO
m
o
c5>
v-

ISa Lo
(\1 l\ (\l
* N c*> I I*-U)O)

u'>o><::»
0~'>r-cn

1 "

N ca l \ oN ® 1- (*)N l \_<")_ 91
LO f\ 8

cmo
"1toLT

I

au
<*)
N

c
.9
H
cu
_n_
E

c
c
<
a>

c
0
>
o
M

u
Q W
103
Q C

22 ¢
n.nc

ea ea ee ee 619 ees->ee¢-Ae9e9aa he<-nc-am he ea 4->

.Q c LD of (D co:sao LO 8<\l 1\
o f  v  *
o
N

L T
N

<4
m

N

5 o > l
c oooo
r ( * ) ( ' ) I

3 3 ?olu'>I.ra<'1<°<n<1-oacv~.,v,_

<01- I-ON(f) v- O ¢*)
of 1 et <f;

co of o
LT

q-
of
U)_
LO
LO

I

<r
LD
Up
N
co
N

w* asc  :° '  :go ea
E M

>
GJa>a>L i>

._ac
8
>-
ma>
I -

ea er->e9eee4ee¢ns9 saws-><-A ea en 69

m

c  c  c  C
o  o  o  o
4-1 4-4 4-1 4-»
ms m m cu
on UPm U)

L-L_
a> m oz m

4-1
o4-1
.o
3
(I)

To4-'
o+4

. n
:J

cm

8
a>

g
'et

o
8 "a

m

8 2
s Q-z-
83".E up
www60 a,>-

.,3
s
>

8
'a 8

.N
TO
5
c

E

8

§ 3 i w Egeese
!jgjg'u'o'vJ
° 3 8 8 8 8

nr zr zr zr nc

E T » E E i T ¢ _
2888888a>a>a>a»a>a>o
E E E E E E 8
E E E Eo o o o oEgg,

GJ m G) m
Q Q D. Q.
m (5 m cu
o  o  o  o
m m w m
'U 'u 'c 'c
c  c  c  :
(5 m m m
.J .J _| .J

: C

.Q .Q -
*5 5 8
3  3  o
r . .=  8
V ) (I)

o
o O

o m

I.
o m o

c
o o o

.:.¢: .c
o f - c o - c

, _ , N c c c oeu-- mc
EWQX1-\(\I

. : . : .Co o - c o - 5 - c o
c c c c c c

"u'>-non88'

.c .co .C o .C
C CC C
q- LO1- v- (\| n m

l.D(")

c
.9
4- '
cu
.N
E
C
C
<
a)
3
C
G)
>
G.)
no
E
4- '
o
| -

.3 61_Jz
c a r~ o o cno n m v m w w m o n o f v v r

N w w w © w w ° ; n m m w w m m w w m m m m 3 m  m m



<r
.. g 83m
ea u»5=8°°Gil-OQMCa°%32

0 . L. as
D. nr

8o
et|\

8o
Qo

'T
1.-
h-

8o
Qo

(5
w
w

8
3o
m

2
#:3<'0cn
£ 3 'D.c.co>EXON
LLIC/JD.

q)
L¢
D.

3 3 3news4)8 3

'88OB
" 83-°'

*umm
c PON
2 m9W.9
ILO

0

8o
Qo

8

co
'T

I

P N ®
co of q-

; Q 1- 0 )

: 8 N N
8 .c

o

l4466mum

LT v¢"') v*
m co
m 1\

LD
N*-nf

ea he

<~'>
L D| 1""

| \mLO
ofoN

N'N (D
LU
>-

1-"

co

ov.r>Lr>8£v-
Ln-cf>v-o
9"v-("'}1" L D

v-ooc~'>oo<r

Q Q
N N

w

o>l~comum
$5<'0)C')°=r\o'>\-a¢co_no»
¢ > N N541
n.nc

he ea w ee he as 69

.Q
E

C r\ LD Nau of o(D GO v
co (q <*>o ofN if:

m

o<r<r
8834-3v-4

5=88"m g .. ..wow m
\.>g.d)

no

69 cm ea ea

8q)
E
8w3
o

(O `5
O \.o a>N _Q
5' 8

z» z ~w w w
. ELU

¢ 0 : 4 5_Www
D >-a w
We
L53
._no
Eu
GJ
>-
(D
G)
| -

:s
C

-

C
>

151:
.D

32
w0)
c
G)
>
G.)
no
'U
a>

. u
7
3
c
C

<
. c

3 m
:s
C
>
a>

c

m >
a>

a>
(\.
G)
.Qmm

C

QS
W m

m E "
® :
n:<g>
1:8QsMa> 1:
+539ams;--a>
gas883
<ncn1-

. J
(D
o w* ea

g o :
a>E
J M

GJ
ac

d
.Q
EDCI-

a>°*5
C;
0 8'Do

o
'-5
_Ev

o
c
o
o
ea
n¢
a>

5
>o
n¢

.2
a.u
E

3 9
83
"Q
9 9
9.9
Q.s

Q |

So +°
So E
____| :
.QCD 8

86 88<
8 8 : :
5 88
> 2 2
G) - . - Q QMMDDI-P

C
8 9 8

G) G)
38: u:

cu4-1
m
8
<

Q.

Erl

.s°l_,z
o ¢\l¢r)q-Lf)gQI\q)¢)0 nm<rLn<ol~ooo>o w a v* l \ l 9 " ~ U 4 9 l ' W ° 5 \ - ; l - l - l-\-t--l-\-(\l(\l(\l(xl(\l¢\l(\l('\l¢\l(N¢q(v)(q¢v)¢v)



-»--88888
c i co nn co m m
U  5 ( \ |O | -O \ - L0
e  8 v Q N N N
¢§.'<N' vfqlql

o<ooocon<~f>
LOLDCOLf)\-v-
m n L o < - L o o
"'TN_'TC}l

8 8 8 8FJ N v- Ov OW (D O
m m m N| | '_

I I

8(*) 8
q- 8
N .o1-m

(D
8

qt '5

8a> ..o
- 8881§*= m-.c.cu»5>x m-LLI

Lu<r>a3n:

G) G)

o

»`»-/\»l»-`
lDv-<*>N\-v @ @ p ¢

G e
I <

\- (4 V

CD w.""I|'€DC`\|C\|C \ I L f ) C 3 \ " " \ - 0 1
< l 'v" ' t \ l ( \ l ¢ :D €\ l--/--f,-{v) {..¢_-q

1-

/""\ l""\
LO of m N

m m m (D
N <r U)

/--». 114\
02 Q
F GO
(D q-

1:ow
<*>(\|LO N so

o u o v m m c o
neo<-conoco
o l o<.oco<r
< ' L D C O v - O N

\-<l'L!')

r \  N N <r
w LO N T"
W  C (\| LO
co v '  o

N  m N

m ©
et Ifo oN NN v

m
0)

ea he <-A <49ea <9 he 9 he e=> en:-A

Ev

3M u
Lm o N <*> O

N o co
LQ v v. N.
9' (W 1- W
(q <*> w o

N <*> of

am
'wifen oC">l\Nov

~Q°Q'-.'w<Q°?
v o o m o o v c o
<rl.nr~<roou'>

1-9'(O

_n ..3uunuooooo:F ( Y @ ¢ ' l l O

gr:
8 n.
: 9 9 9 0 9 9

l.nmc>of>u>
d .¢4l<¢6§W1-¢`7>oo<oo

...Q
2 8G. a>

<9 go, ea he he <-A ea ea Ia <49 s a w

Q

>
Q)

. c4-4
u s
C

5
' U
' o
G)
3
w

_<n_

Q

3
m

3
N
' 1 -

v w - c ' > c o n
:u '><v>onu>
Our> mcn l \ l ~

84-'<~f>oou'>r~v
a w w w

g o :
ID
c
o
o

<1-n:v'>r~<">1n
\ - v < ' \ - Q K O
m m w m w w
l\cf>ooo¢.ooo
v-(\l(\I(")l\O

F N

(*J N of :fa
of m o <-
N Y* |\ of
o N m (D
W OF (9 N

P  m

no m
LO w
r\ N
1- O
<r N(W 1'- .c4-1

cw

i n
m
G )

4-1
(0
.c1-4

as
<r LD W' r\ coV v v ' <r |\ If) of LD

\- <0
q-
co

N N q-
\- \-

w
m a>
<r *a

o

fol
N
l
1.r>6

9  o
Lf) 15

.E

n o z a o
4- ooo>oo1-v-

as 2 g w m v
0v-°' o

N o - w o r u p-'sea of<== g
LU

co
oo
N

5
E E'

E E8  3
-8 co

N  8  g
I  ' o  _ Q

c vo
L. 8cu0
>-

*Q
| -

. c4-*

M
M
_n
c

o*ll

4
.n
UI E E E E E E

E  G s GJ
.Q8

'E
E

cu cu eu cs m

888901)
m an w co mmwaamonr nc lr rr zr

8
2
.Q
:J
cm

3 5 3 3 3 3
o u o o o ox. s. x. x.
G) G) G) a> G) a> _

8
oE E E Eo  o  o  o  o :

o o o o o o w

c  c  c  C
Q .Q .Q .9k-I 4-1 +4 -a-I( 5  m  m  ( 5
5 7  m  U )  m. I  ' L '  . E  . =
1.. .  L.  1. 1.
G) m G) 0)Q.  Q.  a.  Q.
cs  cu Eu 8u  o  o
U) m m m
' c  ' u  ' u  ' oc  :  c  c
m ms cu (0_ I  __ |  . J  . I

as
2. D
co

c.9 8
' 6 82m  2  -*" cuC w 4-1o = -Q
0 8 8

w

C
C

Q 1* LD
C

Q s LO

'8 'Sc-54: -8
E c h o :
C">\-\-(\I

C C

G)
C
o
c
(5

m
in
q)
4-
o
IDx.
a>
E

w
3
o

- 6

E
3

E
- 5

C
G)
us
CO

<3
<

cyv

8 8 8.c .Cc o c o
C

\.0("7v~v"(\l

'88 5.c .c .c
C C o C o oC C
LO(')vv-( \l( ") n m

aa - o < f a < r L o 4 o | ~ o o o > o n < ~ ' > ~ < r m c o l ~ o o o ° > o3 § | * n w @ * " m v ; n v v w v v v v n § n n n n n n n n m

Lo...



H20, Inc.
Customer Count Summary

Test Year Ended December 31, 2006

Exhibit
Schedule H-2
Page 2
V\htness: Bourassa
REVISED

Month
of

Jun-06
Meter
Size

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch

Class
Residential
Residential
Residential
Residential
Residential

Month
of

Jan-06
239

5,011
175
10

Month
of

Feb-06
246

4,981
173
11

Month
of

Mar-06
242

4,962
178

10
1

Month
of

ADr-06
241

4,977
179
10
1

Month
of

MaV-06
223

4,975
181
10
1

226
5.053

184
10
1

Month
of

Jul-06
229

5, 174
180
10
1

Subtotal 5,435 5,411 5,393 5,408 5,390 5,474 5,594

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal

4
10
6
1

16
10
43

4
10
5
1

16
10
42

4
11
5
1

15
11
43

4
11
5
1

15
8

40

4
11
5
1

13
7

37

4
11
5
1

13
6

36

4
11
6
1

13
6

37

3/4 Inch
1 Inch
1.5 Inch
2 Inch

Landscape Irrigation
Landscape Irrigation
Landscape Irrigation
Landscape Irrigation

7
13
5

29

5
13
5

29

5
13
6

29

5
13
5

29

5
14
6

30

8
15
8

37

8
15
9

38

Subtotal 54 52 53 52 55 68 70

2 Inch
3 Inch

Construction
Construction 5

2
5

1
7

2
9

1
14

1

17

Subtotal 5 7 8 11 15 18

Totals 5,532 5,510 5,496 5.508 5,493 5,593 5,719



H20, Inc.
Customer Count Summary

Test Year Ended December 31, 2006

Exhibit
Schedule H-2
Page 2.1
Witness: Bourassa

Meter
Size

5/8 Inch
1 Inch
1 .5 Inch
2 Inch

Residential
Residential
Residential
Residential

Month
of

Auq-05
227

5,557
181
10

Month
of

SeD-06
226

5,608
181
12

Month
of

Oct-06
227

5,700
180
10

Month
of

NOv-06
231

5,751
183
10

Month
of

Dec-06
232

5,837
185
11

Change
from

Beginning
of Year to
Year End

(7)
826
10
1

Revenues
Annual-

ized
Yes
Yes
Yes
Yes

Subtotal 5.975 6,027 6,117 6,175 6.265 830

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

3
13
6
1

13
6

42

(1)
3

Yes
Yes
Yes
Yes
Yes
Yes

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal

4
12

6
1

13
5

41

4
12
6
1

13
5

41

4
12
6
1

13
5

41

4
12

6
1

13
5

41

(3)
(4)

831

3/4 Inch
1 Inch
1.5 Inch
2 Inch

Landscape Irrigation
Landscape Irrigation
Landscape Irrigation
Landscape Irrigation

8
15
g

39

8
15
9

38

8
17
9

39

9
18
10
41

9
17
g

40

2
4
4

11

Yes
Yes
Yes
Yes

Subtotal 71 70 73 78 75 (4)

2 Inch
3 Inch

Construction
Construction

8
15

8
15

8
17

9
18

9
17

4
14

No
No

Subtotal 23 23 25 27 26 18

Totals 6,087 6.138 6.231 6.294 6,382 1,675



H20, Inc.
Gallons Sold Summary in 1,000'S
Test Year Ended December 31, 2006

Exhibit
Schedule H-2
Page 3
Witness: Bourassa
REVISED

Month
of

MaV-06
Meter
Size

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch

Class
Residential
Residential
Residential
Residential
Residential

Month
of

Jan-06
1,233

36,006
3,982

299

Month
of

Feb-06
1,026

30,381
3,092

274

Month
of

Mar-06
941

31,005
2,987

197
9

Month
of

Apr-06
1 ,077

42,536
4,438

321
47

690
47,888
5.373

392
51

Month
of

Jun-06
833

es, 159
7,375
1,052

47

Month
of

Jul-06
727

55,644
6,325

915
34

Subtota I 41,521 34,772 35,139 48,418 54,393 72,465 63,644

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

to
325
109
40

2,709
2.986

165
278
74
33

2,224
3,185

277
237
58
28

1 .938
1 ,455

18
256
110
31

2,535
2,250

44
314
105
28

2.543
1.810

63
380
222
38

3,267
1 ,079

42
301
155
28

2,848
1,107

Subtotal 6,182 5,957 3,993 5,198 4,843 5,047 4,481

3/4 Inch
1 Inch
1.5 Inch
2 Inch

Landscape
Landscape
Landscape
Landscape

Irrigation
Irrigation
Irrigation
Irrigation

86
1,330
t ,303
8,874

45
1-187

848
7,464

52
925
558

6,604

66
1,177

956
9,304

70
1,441
1,017

14,766

93
2,587
1 ,557

23,196

91
1-954
1,735

19,162

Subtotal 11,593 9,544 8,139 11,503 17,294 27,433 22,942

2 Inch
3 Inch

Construction
Construction

151
1,758

134
2,530

231
1,044

269
507

173
1,963

subtotal

339

339 1,909 2.663 1 ,275 776 2,136

Totals b9,296 50,612 49,179 67,782 77,805 105, /22 93,204



H20, Inc.
Gallons Sold Summary in 1,000's
Test Year Ended December 31, 2006

Exhibit
Schedule H-2
Page 3.1
Witness: Bourassa

Meter
Size

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

Class
Residential
Residential
Residential
Residential
Residential
Residential

Month
of

AuQ-06
660

48,350
5, 107

452
19

Month
of

S€D-06
668

47,229
4,609

556
114

Month
of

Oct-06
677

42,076
4,369

421
48

Month
of

Nov-06
828

52,301
5,361

741
34

Month
of

Dec-06
553

33,345
2,945

300
49

Total
Year

9,912
529,919
55,963
5,918

448

Annualization
Gallons

(63)
55,359
1,437

433

Subtotal 54,587 53,177 47,590 59,264 37,190 602,150 57.166

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

33
239
97
47

2,838
529

Se
206
96
36

2,045
785

13
267
143
67

2,340
652

120
155
148
47

1 ,609
633

828
3,170
1 ,sos

467
29,349
17,528

(177)
529
113

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

6
214
67
50

2,454
1 ,059

(1 ,521)
(3,346)

Subtotal 15.782 3,848 3,203 3,480 2,712 52,726 (4,402)

3/4 Inch
1 Inch
1.5 Inch
2 Inch

Landscape
Landscape
Landscape
Landscape

Irrigation
Irrigation
Irrigation
Irrigation

79
1,808
1,268

11,241

90
1 .367
1 ,146
8.543

44
1-580

688
7,402

91
1,313
1,010

14,288

69
631
486

5,777

874
17,301
12,574

136,621

260
2,686
3.368

20,622

Subtotal 14,396 11,146 9,714 16,701 6,964 167,369 26,935

2 Inch
3 Inch

Construction
Construction

105
1 ,047

2,107
1,342

2,137
2,415

274
2,477

1,255
1,775

6,835
17,198

Subtotal 1,152 3,449 4,552 2.751 3.030 24,033

Total 73,91 / 71 ,621 65,059 82,19/' 49,895 846,288 79,698
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H20, Inc.
Changes in Representative Rate Schedules

Test Year Ended December 31, 2006

Exhibit
Schedule H-3
Page 3
Witness: Bourassa
REVISED

Proposed
Rates

$
$
$
$
$

15.00
25.00
15.00
15.00
25.00
(a)
(a)
(b)
(c)
(c)
25.00

Line
N g Other Service Charges

1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (Deliquent and After Hours)
5 Meter Test
6 Deposit Requirement (Residential)
7 Deposit Requirement (None Residential Meter)
8 Deposit interest
9 Re-Establishment (With-in 12 Months)
10 Re-Establishment (After Hours)
t i NSF Check
12 Deferred Payment, Per Month
13 Meter Re-Read
14 Charge of Moving Customer Meter -
15 Customer Requested per Rule R14-2-405B Cost Cost
16 After hours service charge, per Rule R14-2-403D Refer to Refer to
17 Above Above
18 Charges Charges
19 Late Charge per month 1.5% 1.5%
20 Off-site Facilities Hook-up Fee (See H-3, page 5) (d) (d)
21 CAP Hook-up Fee (See H-3, page 5) (e) (e)
22 Company Locks Damaged by Customer (t) (f)
23 Mains Damaged by Customer (t) (f)
24
25 (a) Residential - two times the average bill. Non-residential - two and one-half times the average be.
26 (D) interest per Rule R14-2-403(B).
27 (Q) Minimum charge times number of full months off the system. per Rule R14-2-403(D).
28 (d) New water installations. May be assessed only once per parcel, service connection, or lot within a sub-
29 division. Purpose is to equitably apportion the costs of constructing additional off-site facilities to provide
30 water production, delivery, storage, and pressure among all new service connections.
31 (e) New water installations. May be assessed only once per parcel, service connection, or lot within a sub-
32 division. Purpose is to recover the costs of additional 1,931 a.f. of CAP allocation. Fee will be recomputed
33 annually to take into account carrying costs of unrecovered balance and annual payment.
34 (f) Per Commission Rule R14-2-407(B).
35
36
37 IN ADDITION TO THE COLLECTION OF REGULAR RATES, THE UTILITY WILL COLLECT FROM
38 ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
39 TAX. PER COMMISSION RULE 14-2-409D(5).
40 ALL ADVANCES ANDlOR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, OVERHEADS,
41 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES, IF APPLICABLE.
42
43 All advances and/or contributions are to include labor, materials and parts, overheads and all applicable taxes.
44 including all gross-up taxes, if applicable.

Present
Rates

$ 15.00
$ 25.00
$ 15.00

N/A
$ 25.00

(a)
(a)
(b)
(c)
(c)

$ 25.00
12.00%
$ 10.00

$
1.50%

$ 10.00



H20, Inc.
Test Year Ended December 31 , 2006

Meter and Service Line Charges

Exhibit
Schedule H-3
Page 4
Witness: Bourassa
REVISED

Meter and Service Line Charqes

Meter Size
5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
2 Inch / Turbine
2 Inch / Compound
3 Inch
3 Inch / Turbine
3 Inch / Compound
4 Inch
4 Inch / Turbine
4 Inch / Compound
6 Inch
6 Inch / Turbine
6 Inch / Compound
8 Inch & Larger

Present
Service

Line
Charge

Present
Meter
Install-
ation

Charge

Total
Present
Charge

$ 285.00
320.00
360.00
545.00
915.00
N/T
N/A

1,150.00
N/T
N/T

1,885.00
N/T
N/T

3,780.00
N/T
N/T
N/T

(a)
Proposed
Service

Line
Charqe

$ 385.00
385.00
435.00
470.00
N/A
630.00
630.00
N/A
805.00
845.00
N/A

1,170.00
1,230.00

N/A
1,730.00
1,770.00
At Cost

Proposed
Meter
Install-
ation

Charge
$ 135.00

215.00
255.00
465.00
N/A
965.00

1,690.00
N/A

1,470.00
2,265.00

N/A
2,350.00
3,245.00

N/A
4,545.00
6,280.00
At Cost

(a)
Total

Proposed
Charqe

$ 520.00
600.00
690.00
935.00
N/A

1,595.00
2,320.00

N/A
2,275.00
3,110.00

N/A
3,520.00
4,475.00

N/A
5,275.00
8,050.00
At Cost

N/T = No Tariff

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

(a) As meters and service lines are now taxable income for income purposes, The
Company shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year as the meter deposit is refunded.

F



H20, Inc.
Test Year Ended December 31, 2006

Capacity Reservation Charges

Exhibit
Schedule H-3
Page 5
Witness: Bourassa
REVISED

Off-site Capacity Reservation Charqe (Hook-up Fee)

Meter Size
5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch and larger

Present
$ 875.00
$ 1,050.00
$ 1,750.00
$ 3,500.00
$ 5,600.00
$10,500.00
$17,500.00
$35,000.00

$
$
$
$
$
$
$
$

ProDosed
875.00

1,050.00
1,750.00
3,500.00
5,600.00

10,500.00
17,500.00
35,000.00

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

N/T = No Tariff



H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 5/8 Inch

Exhibit
Schedule H-4
Page 1
Witness: Bourassa
REVISED

Usage
$ $

15.00
1,000

Present Rates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Upto 99,999,999 $
Over 99,999,999 $

1.78
2.11
2.11

11.34

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

Present

B14
15.00
15.00
16.78
18.56
20.34
22.12
23.90
25.68
27.46
29.24
31.02
34.58
38.14
41.70
45.26
48.82
59.37
69.92
80.47
91 .02

101 .57
112.12
133.22
154.32
175.42
196.52
217.62

Proposed

M
11.34
12.48
13.62
14.76
15.90
17.44
18.98
20.52
22.06
23.60
25.14
29.12
33.10
37.08
41 .06
45.04
54.99
64.94
74.89
84.84
94.79

104.74
124.64
144.54
164.44
184.34
204.24

Dollar
Increase
$ (3.66)
$ (2.52)
$ (3.16)
$ (3.80)
$ (4.44)
$ (4.68)
$ (4.92)
$ (5.16)
$ (5.40)
$ (5.64)
$ (5.88)
$ (5.46)
$ (5.04)
$ (4.62)
$ (4.20)
$ (3.78)
$ (4.38)
$ (4.98)
s (5.58)
$ (6.18)
$ (6.78)
$ (7.38)
$ (8.58)
$ (9.78)
$ (10.98)
$ (12.18)
$ (13.38)

Percent
Increase
-24.40%
-16.80%
-18.83%
-20.47%
-21 .83%
-21 .16%
-20.59%
-20.09%
-19.66%
-19.29%
-18.96%
-15.79%
-13.21%
-11 .08%
-9.28%
-7.74%
-7.38%
-7.12%
-6.93%
-6.79%
-6.68%
-6.58%
-6.44%
-6.34%
-6.26%
-6.20%
-6.15%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 4,000 $
Up to 10,000 $
Over 10,000 $

1.14
1,54
1.99

Average Usage
3,554 $

Median Usage
2,500 $

19.55 $ 15.39 $ (4.15) -21.26%

17.67 $ 14.19 $ (3.48) -19.69%

Page 1 of 17



H20, Ire.
Bill Comparison Present and Proposed Rates
Meter Size: 3/4 Inch Residential

Exhibit
Schedule H-4
Page 2
Witness: Bourassa
REVISED

Usage
Present

831
$ $

Present Rates:
18.00
1,000

Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Upto 20,000 $
Upto 99,999,999 $
Over 99,999,999 $

1.78
2.11
2.11

17.01

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

18.00
18.00
19.78
21.56
23.34
25.12
26.90
28.68
30.46
32.24
34.02
37.58
41.14
44.70
48.26
51.82
62.37
72.92
83.47
94.02

104.57
115.12
136.22
157.32
178.42
199.52
220.62

Proposed

BM
17.01
18.15
19.29
20.43
21 .57
23.11
24.65
26.19
27.73
29.27
30.81
34.79
38.77
42.75
46.73
50.71
60.66
70.51
80.56
90.51

100.46
110.41
130.31
150.21
170.11
190.01
209.91

Dollar
Increase
$ (0.99)
$ 0.15
$ (0.49)
$ (1.13)
$ (1.77)
$ (2.01)
$ (2.25)
$ (2.49)
$ (2.73)
$ (2.97)
$ (3.21)
$ (2.79)
$ (2.37)
$ (1.95)
$ (1.53)
$ (1.11)
$ (1.71)
$ (2.31)
$ (2.91)
$ (3.51)
$ (4.11)
$ (4.71)
$ (5.91)
$ (7.11)
$ (8.31)
$ (9.51)
$ (10.71)

Percent
Increase

-5.50%
0.83%

-2.48%
-5.24%
-7.58%
-8.00%
-8.36%
-8.68%
-8.96%
-9.21 %
-9.44%
-7.42%
-5.76%
-4.36%
-3. 17%
-2.14%
-2.74%
-3. 17%
-3.49%
-3.73%
-3.93%
-4.09%
-4.34%
-4.52%
-4.66%
-4.77%
-4.85%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 4,000 $
Up to 10,000 $
Over 10,000 $

1.14
1.54
1.99

-9.05%
Average Usage

8,334 $
Median Usage

6,500 $

31.05 $ 28.24 $ (2.81)

27.79 $ 25.42 $ (2.37) -8.53%

Page 2 of 17



H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 1 Inch Residential

Exhibit
Schedule H-4
Page 3
Witness: Bourassa
REVISED

Usage
Present

M

Dollar
Increase

$ $

37.00
1,000

PresentRates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Over 20,000 $

1.78
2.11

$ 28.35

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

37.00
37.00
38.78
40.56
42.34
44.12
45.90
47.68
49.46
51 .24
53.02
56.58
60.14
63.70
67.26
70.82
81 .37
91 .92

102.47
113.02
123.57
134.12
155.22
176.32
197.42
218.52
239.62

Proposed

514
28.35
29.89
31 .43
32.97
34.51
36.05
37.59
39.13
40.67
42.21
43.75
46.83
49.91
52.99
56.07
59.15
66.85
76.80
86.75
96.70

106.65
116.60
136.50
156.40
176.30
196.20
216.10

$ (8.65)
$ (7.11)
$ (7.35)
$ (7.59)
$ (7.83)
$ (8.07)
$ (8.31)
$ (8.55)
$ (8.79)
$ (9.03)
$ (9.27)
$ (9.75)
$ (10.23)
$ (10.71)
$ (11.19)
$ (11.67)
$ (14.52)
$ (15.12)
$ (15.72)
$ (16.32)
$ (16.92)
$ (17.52)
$ (18.72)
$ (19.92)
$ (21.12)
$ (22.32)
$ (23.52)

Percent
Increase
-23.38%
-19.22%
-18.95%
-18.71 %
-18.49%
-18.29%
-18.10%
-17.93%
-17.77%
-17.62%
-17.48%
-17.23%
-17.01 %
-16.81 %
-16.64%
-16.48%
-17.84%
-16.45%
-15.34%
-14.44%
-13.69%
-13.06%
-12.06%
-11 .30%
-10.70%
-10.21%
-9.82%

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 25,000 $
Over 25,000 $

1.54
1.99

Average Usage
25,909 $

Median Usage
17,500 $

83.29 $ 68.66 $ (14.63) -17.56%

66.37 $ 55,30 $ (11.07) -16.68%

Page 3 of 17



H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 1 1/2 Inch Residential

Exhibit
Schedule H-4
Page 4
Witness: Bourassa
REVISED

Usage
Present

IM
$ $

75.00
1,000

Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Over 20,000 $

1.78
2.11

56.70

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

75.00
75.00
76.78
78.56
80.34
82.12
83.90
85.68
87.46
89.24
91 .02
94.58
98.14

101 .70
105.26
108.82
119.37
129.92
140.47
151 .02
161 .57
172.12
193.22
214.32
235.42
256.52
277.62

Proposed

QU
56.70
58.24
59.78
61 .32
62.86
64.40
65.94
67.48
69.02
70.56
72.10
75.18
78.26
81 .34
84.42
87.50
95.20

102.90
110.60
118.30
126.00
133.70
153.60
173.50
193.40
213.30
233.20

Dollar
Increase
$ (18.30)
$ (16.76)
$ (17.00)
$ (17.24)
$ (17.48)
$ (17.72)
$ (17.96)
$ (18.20)
$ (18.44)
$ (18.68)
$ (18.92)
$ (19.40)
$ (19.88)
$ (20.36)
$ (20.84)
$ (21.32)
$ (24.17)
$ (27.02)
$ (29.87)
$ (32.72)
$ (35.57)
$ (38.42)
$ (39.62)
$ (40.82)
$ (42.02)
$ (43.22)
$ (44.42)

Percent
Increase
-24.40%
-22.35%
-22.14%
-21 .95%
-21 .76%
-21 .58%
-21 .41%
-21 .24%
-21 .08%
-20.93%
-20.79%
-20.51 %
-20.26%
-20.02%
-19.80%
-19.59%
-20.25%
-20.80%
-2126%
-21 .67%
-22.02%
-22.32%
-20.51 %
-19.05%
_17_85%
-16.85%
-16.00%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 50,000 $
Over 50,000 $

1.54
1.99

Average Usage
47,728 $

Median Usage
34,500 $

167.33 $ 130.20 $ (37.12) -22.19%

139.42 $ 109.83 $ (29.59) -21.22%

Page 4 of 17



H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 2 Inch Residential

Exhibit
Schedule H-4
Page 5
Witness: Bourassa
REVISED

Usage
Present

M
$ $

120.00
1,000

Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Over 20,000 $

1.78
2.11

90.72

1 ,000
2 , 0 0 0
3 , 0 0 0
4 , 0 0 0
5 , 0 0 0
6 , 0 0 0
7 , 0 0 0
8 . 0 0 0
9 , 0 0 0

1 0 , 0 0 0
1 2 , 0 0 0
1 4 , 0 0 0
1 6 , 0 0 0
1 8 , 0 0 0
2 0 , 0 0 0
2 5 , 0 0 0
3 0 , 0 0 0
3 5 , 0 0 0
4 0 , 0 0 0
4 5 , 0 0 0
5 0 , 0 0 0
6 0 , 0 0 0
7 0 , 0 0 0
8 0 , 0 0 0
9 0 , 0 0 0

1 0 0 , 0 0 0

1 2 0 . 0 0
1 2 0 . 0 0
121 .78
1 2 3 . 5 6
1 2 5 . 3 4
1 2 7 . 1 2
1 2 8 . 9 0
1 3 0 . 6 8
1 3 2 . 4 6
1 3 4 . 2 4
1 3 6 . 0 2
1 3 9 . 5 8
1 4 3 . 1 4
1 4 6 . 7 0
1 5 0 . 2 6
1 5 3 . 8 2
1 6 4 . 3 7
1 7 4 . 9 2
1 8 5 . 4 7
1 9 6 . 0 2
2 0 6 . 5 7
2 1 7 . 1 2
2 3 8 . 2 2
2 5 9 . 3 2
2 8 0 . 4 2
3 0 1 . 5 2
3 2 2 . 6 2

Proposed . Do l l a r
BM Increase
90.72 $ (29.28)
92.28 $ (27.74)
93.80 $ (27.98)
95.34 $ (28.22)
98.88 $ (28.48)
98.42 $ (28.70)
99.98 $ (28.94)

101.50 $ (29.18)
103.04 $ (29.42)
104.58 $ (29.88)
108.12 $ (29.90)
109.20 $ (30.38)
112.28 $ (30.88)
115.38 $ (31.34)
118.44 $ (31.82)
121.52 $ (32.30)
129.22 $ (35.15)
138.92 $ (38.00)
144.82 $ (40.85)
152.32 $ (43.70)
180.02 $ (48.55)
187.72 $ (49.40)
183.12 $ (55.10)
198.52 $ (80.80)
213.92 $ (88.50)
233.82 $ (87.70)
253.72 $ (88.90)

Percent
Increase

-24 . 40%
-23. 12%
-22 . 98%
-22 . 84%
-22.71 %
-22 . 58%
-22 . 45%
-22 . 33%
-22.21 %
-22 . 09%
-21 .98%
-21 _77%
- 2 1 5 6 %
-21 .36%
-21 .18%
-21 .00%
-21 .38%
-21 .72%
-22 . 03%
-22 . 29%
-22 . 53%
-22 . 75%
-23. 13%
-23 . 45%
-23.71 %
-22 . 45%
-21 .36%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 80,000 $
Over 80,000 $

1.54
1.99

Average Usage
44,752 $

Median Usage
46,500 $

206.05 $ 159.64 $ (46.41) -22.52%

209.74 $ 162.33 $ (47.41) -22.60%

Page 5 of 17



H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 5/8 Inch Commercial

Exhibit
Schedule H-4
Page 6
Witness: Bourassa
REVISED

Us3cle
Present

BM
$ $

15.00
1,000

Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1 ,000 Gallons
Up to 20,000 $
up to 99,999,999 $
Over 99,999,999 $

1.78
2.11
2.11

11.34

1 ,0 0 0
2 ,0 0 0
3 ,0 0 0
4 ,0 0 0
5 ,000
6 ,0 0 0
7 ,0 0 0
8 ,0 0 0
0 ,0 0 0

10 ,000
12 ,000
14 ,000
16 ,000
18 ,000
20 ,000
25 ,000
3 0 ,0 0 0
3 5 ,0 0 0
4 0 ,0 0 0
4 5 ,0 0 0
5 0 ,0 0 0
6 0 ,0 0 0
7 0 ,0 0 0
8 0 ,0 0 0
9 0 ,0 0 0

100 ,000

1 5 .0 0
1 5 .0 0
1 6 .7 8
1 8 .5 6
2 0 .3 4
22 .12
2 3 .9 0
2 5 .6 8
2 7 . 4 6
29 .24
31 .02
3 4 .5 8
3 8 .1 4
41 .70
4 5 . 2 6
4 8 .8 2
5 9 .3 7
6 9 .9 2
8 0 .4 7
91 .02

101 .57
112 .12
133 .22
154 .32
175 .42
196 .52
217 .62

Proposed

M
11 .34
12 .48
13 .62
14 .76
15 .90
17 .44
18 .98
20 .52
2 2 .0 6
2 3 .6 0
25 .14
29 .12
33 .10
37 .08
41 .oh
45 .04
54 .99
5 4 .9 4
74 .89
84 .84
94 .79

104 .74
124 .64
144 .54
164 .44
184 .34
204 .24

Dollar
Increase
$ (3 .66 )
$ (2 .52 )
$ (3 .16 )
$ (3 .80 )
$ (4 .44 )
$ (4 .68 )
$ (4 .92 )
$ (5 .16 )
$ (5 .40 )
$ (5 .64 )
$ (5 .88 )
$ (5 .46 )
$ (5 .04 )
$ (4 .62 )
$ (4 .20 )
$ (3 .78 )
$ (4 .38 )
$ (4 .98 )
$ (5 .58 )
$ (6 .18 )
$ (6 .78 )
$ (7 .38 )
$ (8 .58 )
$ (9 .78 )
$ (10.98)
$ (12.18)
$ (13.38)

Percent
Increase

-24 .40%
-16 .80%
-18 .83%
-20 .47%
-21 .83%
-21 .16%
-20 .59%
-20 .09%
-19 .66%
_19.29%
-18 .96%
-15 .79%
-13.21 %
-11 .08%

-9 .28%
-7 .74%
-7.38%
-7.12%
-6 .93%
-6 .79%
-6 .68%
-6 .58%
-6 .44%
-6 ,34%
-6.26%
-6.20%
-6 .15%

ProposedRates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1 ,000 Gallons
Up to 4,000 $
Up to 10,000 $
Over 10,000 $

1.14
1.54
1.99

Average Usage
17,614 $

Median Usage
1,500 $

44.57 $ 40.29 $ (4.28)

15.89 $ 13.05 $ (2.84) -17.87%

-9.60%

al
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H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 3/4 Inch Commercial

Exhibit
Schedule H-4
Page 7
Witness: Bouressa
REVISED

Usage
$ $

Present Rates:
18.00
1,000

Monthly Minimum: $
Gallons in Minimum
Charge Per 1 ,000 Gallons
Up to 20,000 $
Up to 99,999,999 $
Over 99,999,999 $

1.78
2.11
2.11

17.01

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

Present

BM
18.00
18.00
19.78
21.56
23.34
25.12
26.90
28.68
30.46
32.24
34.02
37.58
41.14
44.70
48.26
51.82
62.37
72.92
83.47
94.02

104.57
115.12
136.22
157.32
178.42
199.52
220.62

Proposed

Liu
17.01
18.15
19.29
20.43
21 .57
23.11
2485
26.19
27.73
29.27
30.81
34.79
38.77
42.75
46.73
50.71
60.66
70.61
80.56
90.51

100.46
110.41
130.31
150.21
170.11
190.01
209.91

Dollar
Increase
$ (0.99)
$ 0.15
$ (0.49)
$ (1.13)
$ (1.77)
$ (2.01)
$ (2.25)
$ (2.49)
$ (2.73)
$ (2.97)
$ (3.21)
$ (2.79)
$ (2.37)
$ (1.95)
$ (1.53)
$ (1.11)
$ (1.71)
$ (2.31)
$ (2.91)
$ (3.51)
$ (4.11)
$ (4.71)
$ (5.91)
$ (7.11)
$ (8.31)
$ (9.51)
$ (10.71)

Percent
Increase

-5.50%
0.83%
-2.48%
-5.24%
-7.58%
-8.00%
-8.36%
-8.68%
-8.96%
-9.21 %
-9.44%
-7.42%
-5.76%
-4.36%
-3. 17%
-2. 14%
-2.74%
-3. 17%
-3.49%
-3.73%
-3.93%
-4.09%
-4. 34%
-4.52%
-4.66%
-4.77%
-4.85%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 4,000 $
up to 10,000 s
Over 10,000 $

1.14
1.54
1.99

-2.56%
Average Usage

23,312 $
Median Usage

11,500 $

58.81 $ 57.30 $ (1.51)

3659 $ 33.80 $ (2.90) -7.89%

Page 7 of 17



H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 1 Inch Commercial

Exhibit
Schedule H-4
Page 8
Witness: Bourassa
REVISED

Usage
Present

M
$ $

37.00
1 ,000

Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Over 20,000 $

1.78
2.11

$ 28.35

1 , 0 0 0
2 , 0 0 0
3 , 0 0 0
4 , 0 0 0
5 , 0 0 0
6 , 0 0 0
7 , 0 0 0
8 , 0 0 0
9 , 0 0 0

1 0 , 0 0 0
1 2 , 0 0 0
1 4 , 0 0 0
1 6 , 0 0 0
1 8 , 0 0 0
2 0 , 0 0 0
2 5 , 0 0 0
3 0 , 0 0 0
3 5 , 0 0 0
4 0 , 0 0 0
4 5 , 0 0 0
5 0 , 0 0 0
6 0 , 0 0 0
7 0 , 0 0 0
80§000
9 0 , 0 0 0

1 0 0 , 0 0 0

3 7 . 0 0
3 7 . 0 0
3 8 . 7 8
4 0 . 5 5
4 2 . 3 4
4 4 . 1 2
4 5 . 9 0
4 7 . 6 8
4 9 . 4 6
5 1 . 2 4
5 3 . 0 2
5 6 . 5 8
6 0 . 1 4
6 3 . 7 0
6 7 . 2 6
7 0 . 8 2
8 1 . 3 7
9 1 . 9 2

1 0 2 . 4 7
1 1 3 . 0 2
1 2 3 . 5 7
1 3 4 . 1 2
1 5 5 . 2 2
1 7 6 . 3 2
1 9 7 . 4 2
2 1 8 . 5 2
2 3 9 . 6 2

P r o p o s e d

M
2 8 . 3 5
2 9 . 8 9
31 .43
3 2 . 9 7
3 4 . 5 1
3 6 . 0 5
3 7 . 5 9
3 9 . 1 3
4 0 . 6 7
4 2 . 2 1
4 3 . 7 5
4 6 . 8 3
4 9 . 9 1
5 2 . 9 9
5 6 . 0 7
5 9 . 1 5
6 6 . 8 5
7 6 . 8 0
86 . 75
9 6 . 7 0

1 0 6 . 6 5
1 1 6 . 6 0
1 3 6 . 5 0
1 5 6 . 4 0
1 7 6 . 3 0
1 9 6 . 2 0
2 1 6 . 1 0

Dollar
Increase
$ (8 . 65 )
$ (7 . 11 )
$ ( 7 . 3 5 )
$ (7 . 59 )
$ (7 . 83 )
$ (8 . 07 )
$ ( 8 . 3 1 )
$ (8 . 55 )
$ ( 8 . 7 9 )
$ (9 . 03 )
$ ( 9 . 2 7 )
$ (9 . 75 )
$ (10.23)
$ (10.71)
$ (11.19)
$ (11.67)
$ (14.52)
$ (15.12)
$ (15.72)
$ (16.32)
$ (16.92)
$ (17.52)
$ (18.72)
$ (19.92)
$ (21.12)
$ (22.32)
$ (23.52)

Percent
Increase

- 2 3 . 3 8 %
- 1 9 . 2 2 %
- 1 8 . 9 5 %
-18.71 %
-18 . 49%
- 1 8 . 2 9 %
- 1 8 . 1 0 %
- 1 7 . 9 3 %
- 1 7 . 7 7 %
- 1 7 . 6 2 %
- 1 7 . 4 8 %
- 1 7 . 2 3 %
-17.01 %
-16.81 %
- 1 6 . 6 4 %
-16 . 48%
- 1 7 . 8 4 %
- 1 6 . 4 5 %
-15 . 34%
- 1 4 . 4 4 %
- 1 3 . 6 9 %
- 1 3 . 0 6 %
- 1 2 . 0 6 %
-11 .30%
- 1 0 . 7 0 %
- 1 0 . 2 1 %

-9 . 8 2 %

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 25,000 $
Over 25,000 $

1.54
1.99

Average Usage
20,643 $

Median Usage
8,500 $

72.18 $ 60.14 $ (12.04) -16.68%

50.35 $ 41.44 $ (8.91) -17.70%
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H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 1 1/2 Inch Commercial

Exhibit
Schedule H-4
Page 9
Witness: Bourassa
REVISED

Usage
Present

QB
$ $

75.00
1,000

Present Rates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Over 20,000 $

1.78
2.11

56.70

1,000
2,000
3,000
4,000
5,000
8,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

75.00
75.00
76.78
78.56
80.34
82.12
83.90
85.68
87.45
89.24
91 .02
94.58
98.14

101.70
105.26
108.82
119.37
129.92
140.47
151.02
161.57
172.12
193.22
214.32
235.42
256.52
277.62

Proposed

M
56.70
58.24
59.78
61 .32
62.86
64.40
65.94
67.48
69.02
70.56
72.10
75.18
78.26
81 .34
84.42
87.50
95.20

102.90
110.60
118.30
126.00
133.70
153.60
173.50
193.40
213.30
233.20

Dollar
Increase
$ (18.30)
$ (16.76)
$ (17.00)
$ (17.24)
$ (17.48)
$ (17.72)
$ (17.96)
$ (18.20)
$ (18.44)
$ (18.88)
$ (18.92)
$ (19.40)
$ (19.88)
$ (20.36)
$ (20.84)
$ (21.32)
$ (24.17)
$ (27.02)
$ (29.87)
$ (32.72)
$ (35.57)
$ (38.42)
$ (39.62)
$ (40.82)
$ (42.02)
$ (43.22)
$ (44.42)

Percent
Increase
-24.40%
-22.35%
-22.14%
-21 .95%
-21 .76%
-21 .58%
-21 .41 %
-21 .24%
-21 .08%
-20.93%
-20.79%
-20.51 %
-20.26%
-20.02%
-19.80%
-19.59%
-20.25%
-20.80%
-21 .26%
-21 .67%
-22.02%
-22.32%
-20.51 %
-19.05%
-17.85%
-16.85%
-16.00%

ProposedRates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 50,000 $
Over 50,000 $

1.54
1.99

Average Usage
38,917 $

Median Usage
34,000 $

148.74 $ 116.63 $ (32.10) -21.58%

138.36 s 109.06 $ (29.30) -21.18%
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H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 2 Inch Commercial

Exhibit
Schedule H-4
Page 10
Witness: Bourassa
REVISED

Usacle
Present

B14
$ $

$ 120.00
1,000

PresentRates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Over 20,000 $

1.78
2.11

90.72

1 , 0 0 0
2 , 0 0 0
3 , 0 0 0
4 , 0 0 0
5 , 0 0 0
6 , 0 0 0
7 , 0 0 0
8 , 0 0 0
9 , 0 0 0

1 0 , 0 0 0
1 2 , 0 0 0
1 4 , 0 0 0
1 5 , 0 0 0
1 a , 0 0 0
2 0 , 0 0 0
2 5 , 0 0 0
3 0 , 0 0 0
3 5 , 0 0 0
4 0 , 0 0 0
4 5 , 0 0 0
5 0 , 0 0 0
6 0 , 0 0 0
7 0 , 0 0 0
8 0 , 0 0 0
9 0 , 0 0 0

1 0 0 , 0 0 0

1 2 0 . 0 0
1 2 0 . 0 0
1 2 1 . 7 8
1 2 3 . 5 6
1 2 5 . 3 4
1 2 7 . 1 2
1 2 8 . 9 0
1 3 0 . 6 8
1 3 2 . 4 6
1 3 4 . 2 4
1 3 6 . 0 2
1 3 9 . 5 8
1 4 3 . 1 4
1 4 6 . 7 0
1 5 0 . 2 6
1 5 3 . 8 2
1 6 4 . 3 7
1 7 4 . 9 2
1 8 5 . 4 7
1 9 6 . 0 2
2 0 6 . 5 7
2 1 7 . 1 2
2 3 8 . 2 2
2 5 9 . 3 2
2 8 0 . 4 2
301 .52
3 2 2 . 6 2

P r o p o s e d

M
9 0 . 7 2
9 2 . 2 6
9 3 . 8 0
9 5 . 3 4
96 . 88
9 8 . 4 2
9 9 . 9 6

101 .50
1 0 3 . 0 4
1 0 4 . 5 8
1 0 6 . 1 2
1 0 9 . 2 0
1 1 2 . 2 8
1 1 5 . 3 6
1 1 8 . 4 4
121 .52
1 2 9 . 2 2
1 3 6 . 9 2
1 4 4 . 6 2
1 5 2 . 3 2
1 6 0 . 0 2
1 6 7 . 7 2
1 8 3 . 1 2
1 9 8 . 5 2
2 1 3 . 9 2
2 3 3 . 8 2
2 5 3 . 7 2

Dollar
Increase
$ (29.28)
$ (27.74)
$ (27.98)
$ (28.22)
$ (28.46)
$ (28.70)
$ (28.94)
$ (29.18)
$ (29.42)
$ (29.66)
$ (29.90)
$ (30.38)
$ (30.86)
$ (31.34)
$ (31.82)
$ (32.30)
$ (35.15)
$ (38.00)
$ (40.85)
$ (43.70)
s (46.55)
$ (49.40)
$ (55.10)
$ (60.80)
$ (66.50)
$ (67.70)
$ (68.90)

Percent
Increase

- 2 4 . 4 0 %
-23.  12%
- 2 2 . 9 8 %
- 2 2 . 8 4 %
-22.71 %
- 2 2 . 5 8 %
- 2 2 . 4 5 %
- 2 2 . 3 3 %
-22.21 %
- 2 2 . 0 9 %
-21 .98%
-21 .77%
- 2 1 5 6 %
-21 .36%
-21 .18%
-21 .00%
-21 .38%
-21 .72%
- 2 2 . 0 3 %
- 2 2 . 2 9 %
- 2 2 . 5 3 %
- 2 2 . 7 5 %
-23.  13%
- 2 3 . 4 5 %
-23.71 %
- 2 2 . 4 5 %
-21 .36%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1 ,000 Gallons
Up to 80,000 $
Over 80,000 $

1.54
1.99

Average Usage
176,803 $

Median Usage
46,500 $

484.68 $ 406.56 $ (78.12) -16.12%

209.74 $ 162.33 $ (47.41) -22.60%
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H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 3 Inch Commercial

Exhibit
Schedule H-4
Page 11
Witness: Bourassa
REVISED

Usage
Present

BM
$

225.00
1,000

PresentRates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Over 99,999,999 $

1.78
2.11

181.44

1,000
2,000
3.000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

225.00
225.00
226.78
228.56
230.34
232.12
233.90
235.68
237.46
239.24
241 .02
244.58
248.14
251 .70
255.26
258.82
269.37
279.92
290.47
301 .02
311 .57
322.12
343.22
364.32
385.42
406.52
427.62

Proposed

EM
$ 181 .44

182.98
184.52
186.06
187.60
189.14
190.68
192.22
193.76
195.30
196.84
199.92
203.00
206.08
209.16
212.24
219.94
227.64
235.34
243.04
250.74
258.44
273.84
289.24
304.64
320.04
335.44

Dollar
Increase
$ (43.56)
$ (42.02)
$ (42.26)
$ (42.50)
$ (42.74)
$ (42.98)
$ (43.22)
$ (43.46)
$ (43.70)
$ (43.94)
$ (44.18)
$ (44.66)
$ (45.14)
$ (45.62)
$ (46.10)
$ (46.58)
$ (49.43)
$ (52.28)
$ (55.13)
$ (57.98)
$ (60.83)
$ (63.68)
$ (69.38)
$ (75.08)
$ (80.78)
$ (86.48)
$ (92.18)

Percent
Increase
-19.36%
-18.68%
-18.63%
-18.59%
-18.56%
-18.52%
-18.48%
~18.44%
-18.40%
-18.37%
-18.33%
-18.26%
-18.19%
-18.12%
-18.06%
-18.00%
-18.35%
-18.68%
-18.98%
-19.26%
-19.52%
-19.77%
-20.21%
-20.61 %
-20.96%
-2127%
-21 .56%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 160,000 $
Over 99,999,999 $

1.54
1.99

Average Usage
208,665 $

Median Usage
37,500 $

656.90 $ 524.68 $(132.22) -20.13%

295.75 $ 239.19 $ (5656) -19.12%
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H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 3/4 Inch Landscape irrigation

Exhibit
Schedule H-4
Page 12
Witness: Bourassa
REVISED

Usage
Percent
Increase

$ $

$ 18.00
1,000

PresentRates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Up to 99,999,999 $
Over 99,999,999 $

1.78
2.11
2.11

17.01

t,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

Present

BiU
18.00
18.00
19.78
21 .56
23.34
25.12
26.90
28.68
30.46
32.24
34.02
37.58
41 .14
44.70
48.26
51 .82
62.37
72.92
83.47
94.02

104.57
115. 12
136.22
157.32
178.42
199.52
220.62

Proposed

M
17.01
18.15
19.29
20.43
21 .57
23.11
24.65
26.19
27.73
29.27
30.81
34.79
38.77
42.75
46.73
50.71
50.55
70.51
80.56
90.51

100.45
110.41
130.31
150.21
170.11
190.01
209.91

Dollar
Increase
$ (0.99)
$ 0.15
$ (0.49)
$ (1.13)
$ (1.77)
$ (2.01)
$ (2.25)
$ (2.49)
$ (2.73)
$ (2.97)
$ (3.21)
$ (2.79)
$ (2.37)
$ (1.95)
$ (1.53)
$ (1.11)
$ (1.71)
$ (2.31)
$ (2.91)
$ (3.51)
$ (4.11)
$ (4.71)
$ (5.91)
$ (7.11)
s (8.31)
$ (9.51)
$ (10.71)

-5.50%
0.83%

-2.48%
-5.24%
-7.58%
-8.00%
-8.36%
-8.68%
-8.96%
-9.21 %
-9.44%
-7.42%
-5.76%
-4.36%
-3. 17%
-2. 14%
-2.74%
-3. 17%
-3.49%
-3.73%
-3.93%
-4.09%
-4.34%
-4.52%
-4.66%
-4.77%
-4.85%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 4,000 $
up to 10,000 S
Over 10,000 $

1.14
1.54
1.99

-9.13%
Average Usage

10,283 $
Median Usage

6,500 $

34.52 s 31.37 $ (3.15)

27.79 $ 25.42 $ (2.37) -8.53%
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H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 1 Inch Landscape Irrigation

Exhibit
Schedule H-4
Page 13
Witness: Bourassa
REVISED

Usage
Present

M

Dollar
Increase

$ $

$ 37.00
1,000

PresentRates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Over 20,000 $

1.78
2.11

$ 28.35

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

1004000

37.00
37.00
38.78
40.56
42.34
44.12
45.90
47.68
49.46
51.24
53.02
56.58
60.14
63.70
67.26
70.82
81 .37
91 .92

102.47
113.02
123.57
134.12
155.22
176.32
197.42
218.52
239.62

Proposed

.EM
28.35
29.89
31 .43
32.97
34.51
36.05
37.59
39.13
40.67
42.21
43.75
46.83
49.91
52.99
56.07
59.15
66.85
76.80
86.75
96.70

106.65
116.60
136.50
156.40
176.30
196.20
216.10

$ (8.65)
$ (7.11)
$ (7.35)
$ (7.59)
$ (7.83)
$ (8.07)
$ (8.31)
$ (8.55)
$ (8.79)
$ (9.03)
$ (9.27)
$ (9.75)
$ (10.23)
$ (10.71)
$ (11.19)
$ (11.67)
$ (14.52)
$ (15.12)
$ (15.72)
$ (16.32)
$ (16.92)
$ (17.52)
$ (18.72)
S (19.92)
$ (21.12)
$ (22.32)
$ (23.52)

Percent
Increase
-23.38%
-19.22%
-18.95%
-18.71 %
-18.49%
-18.29%
-18. 10%
-17.93%
-17.77%
-17.62%
-17.48%
-17.23%
-17.01 %
-16.81%
-16.64%
-16.48%
-17.84%
-16.45%
-15.34%
-14.44%
_13_69%
-13.06%
-12.06%
-11 .30%
-10.70%
-10.21%

_9.82%

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 25,000 $
Over 25,000 $

1.54
1.99

Average Usage
97,197 $

Median Usage
43,000 $

233.71 $ 210.52 $ (23.18)

119.35 $ 102.67 $ (16.68) -13.98%

-9.92%
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H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 1 1/2 inch Landscape irrigation

Exhibit
Schedule H-4
Page 14
Witness: Bourassa
REVISED

Usage
Present

EM
$ $

75.00
1 ,000

Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Over 20,000 $

1.78
2.11

56.70

1 , 0 0 0
2 , 0 0 0
s , 0 0 0
4 , 0 0 0
5 , 0 0 0
6 , 0 0 0
7 , 0 0 0
8 , 0 0 0
9 , 0 0 0

1 0 , 0 0 0
1 2 , 0 0 0
1 4 , 0 0 0
1 6 , 0 0 0
1 8 , 0 0 0
2 0 , 0 0 0
2 5 , 0 0 0
3 0 , 0 0 0
3 5 , 0 0 0
4 0 , 0 0 0
4 5 , 0 0 0
5 0 , 0 0 0
5 0 , 0 0 0
7 0 , 0 0 0
8 0 , 0 0 0
9 0 , 0 0 0

1 0 0 , 0 0 0

7 5 . 0 0
7 5 . 0 0
7 6 . 7 8
7 8 . 5 6
8 0 . 3 4
8 2 . 1 2
8 3 . 9 0
8 5 . 6 8
8 7 . 4 6
8 9 . 2 4
91 .02
9 4 . 5 8
9 8 . 1 4

101 .70
1 0 5 . 2 6
1 0 8 . 8 2
1 1 9 . 3 7
1 2 9 . 9 2
1 4 0 . 4 7
151 .02
161 .57
1 7 2 . 1 2
1 9 3 . 2 2
2 1 4 . 3 2
2 3 5 . 4 2
2 5 5 . 5 2
2 7 7 . 5 2

P r o p o s e d

M
5 6 . 7 0
5 8 . 2 4
5 9 . 7 8
61 .32
6 2 . 8 6
6 4 . 4 0
6 5 . 9 4
6 7 . 4 8
6 9 . 0 2
7 0 . 5 6
7 2 . 1 0
7 5 . 1 8
7 8 . 2 6
81 .34
8 4 . 4 2
8 7 . 5 0
9 5 . 2 0

1 0 2 . 9 0
1 1 0 . 6 0
1 1 8 . 3 0
1 2 6 . 0 0
1 3 3 . 7 0
1 5 3 . 6 0
1 7 3 . 5 0
1 9 3 . 4 0
2 1 3 . 3 0
2 3 3 . 2 0

Dollar
Increase
$ (18.30)
$ (16.76)
$ (17.00)
$ (17.24)
$ (17.48)
$ (17.72)
$ (17.96)
$ (18.20)
$ (18.44)
$ (18.68)
$ (18.92)
$ (19.40)
$ (19.88)
$ (20.36)
$ (20.84)
$ (21.32)
$ (24.17)
$ (27.02)
$ (29.87)
S (32.72)
$ (35.57)
$ (38.42)
$ (39.62)
$ (40.82)
$ (42.02)
$ (43.22)
$ (44.42)

Percent
Increase
- 2 4 . 4 0 %
- 2 2 . 3 5 %
-22 . 14%
-21 .95%
-21 .76%
-21 .58%
-21 .41%
-21 .24%
-21 .08%
-20 . 93%
- 2 0 . 7 9 %
-20 . 51%
-20 . 26%
- 2 0 . 0 2 %
-19 . 80%
- 1 9 . 5 9 %
-20 . 25%
-20 . 80%
-21 .26%
-21 .67%
- 2 2 . 0 2 %
- 2 2 . 3 2 %
-20 . 51%
-19 . 05%
- 1 7 . 8 5 %
- 1 6 . 8 5 %
-16 . 00%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1 ,000 Gallons
Up to 50,000 $
Over 50,000 $

1.54
1.99

Average Usage
139,708 $

Median Usage
76,000 $

361.40 $ 312.22 $ (49.19) -13.61%

226.98 $ 185.44 $ (41.54) -18.30%
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H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 2 Inch Landscape Irrigation

Exhibit
Schedule H-4
Page 15
Witness: Bourassa
REVISED

Usage
Present

QM
$ $

120.00
1,000

PresentRates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Over 20,000 $

1.78
2.11

90.72

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

120.00
120.00
121 .78
123.56
125.34
127.12
128.00
130.68
132.46
134.24
136.02
139.58
143.14
146.70
150.26
153.82
164.37
174.92
185.47
196.02
206.57
217.12
238.22
259.32
280.42
301 .52
322.62

Proposed

a n
90.72
92.26
93.80
95.34
96.88
98.42
99.96

101 .50
103.04
104.58
106.12
109.20
112.28
115.36
118.44
121 .52
129.22
136.92
144.62
152.32
160.02
167.72
183.12
198.52
213.92
233.82
253.72

Dollar
Increase
$ (29.28)
$ (27.74)
$ (27.98)
$ (28.22)
$ (28.46)
S (28.70)
$ (28.94)
$ (29.18)
$ (29.42)
$ (29.66)
$ (29.90)
$ (30.38)
$ (30.86)
$ (31.34)
$ (31.82)
$ (32.30)
$ (35.15)
$ (38.00)
$ (40.85)
s (43.70)
$ (46.55)
$ (49.40)
$ (55.10)
$ (60.80)
$ (66.50)
$ (67.70)
$ (68.90)

Percent
Increase
-24.40%
-23. 12%
_22.98%
-22.84%
-22.71 %
-22.58%
-22.45%
-22.33%
-22.21 %
-22.09%
-21 .98%
-21 .77%
-21 .56%
-21 .36%
-21 .18%
-21 .00%
-21 .38%
-21 .72%
-22.03%
-22.29%
-22.53%
-22.75%
-23. 13%
-23.45%
-23.71 %
-22.45%
-21 .36%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 80,000 $
Over 80,000 $

1.54
1.99

Average Usage
326,843 $

Median Usage
219,128 $

801.26 $ 705.14 $ (96.12) -12.00%

573.98 $ 490,78 $ (8320) -14.49%
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H20, Inc.
Be Comparison Present and Proposed Rates
Meter Size: 2 Inch Construction

Exhibit
Schedule H-4
Page 16
Witness: Bourassa
REVISED

Dollar
Usage

Present

M
$ $

120.00
1.000

Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
UP to 20,000 $
Over 20,000 $

1.78
2.11

90.72

1 , 0 0 0
2 , 0 0 0
3 , 0 0 0
4 , 0 0 0
5 , 0 0 0
0 , 0 0 0
7 , 0 0 0
8 , 0 0 0
9 , 0 0 0

1 0 , 0 0 0
1 2 , 0 0 0
1 4 , 0 0 0
1 6 , 0 0 0
1 8 , 0 0 0
2 0 , 0 0 0
2 5 , 0 0 0
3 0 , 0 0 0
3 5 , 0 0 0
4 0 , 0 0 0
4 5 , 0 0 0
5 0 , 0 0 0
6 0 , 0 0 0
7 0 , 0 0 0
8 0 , 0 0 0
9 0 , 0 0 0

1 0 0 , 0 0 0

1 2 0 . 0 0
1 2 0 . 0 0
121 .78
1 2 3 . 5 6
1 2 5 . 3 4
1 2 7 . 1 2
1 2 8 . 9 0
1 3 0 . 6 8
1 3 2 . 4 6
1 3 4 . 2 4
1 3 6 . 0 2
1 3 9 . 5 8
1 4 3 . 1 4
1 4 6 . 7 0
1 5 0 . 2 6
1 5 3 . 8 2
1 6 4 . 3 7
1 7 4 . 9 2
1 8 5 . 4 7
1 9 6 . 0 2
2 0 6 . 5 7
2 1 7 . 1 2
2 3 8 . 2 2
2 5 9 . 3 2
2 8 0 . 4 2
301 .52
3 2 2 . 6 2

P r o p o s e d

M
9 0 . 7 2
9 2 . 7 1
9 4 . 7 0
9 6 . 6 9
98 . 68

1 0 0 . 6 7
1 0 2 . 6 6
1 0 4 . 6 5
1 0 6 . 6 4
1 0 8 . 6 3
1 1 0 . 6 2
1 1 4 . 6 0
1 1 8 . 5 8
1 2 2 . 5 6
1 2 6 . 5 4
1 3 0 . 5 2
1 4 0 . 4 7
1 5 0 . 4 2
1 6 0 . 3 7
1 7 0 . 3 2
1 8 0 . 2 7
1 9 0 . 2 2
2 1 0 . 1 2
2 3 0 . 0 2
2 4 9 . 9 2
2 6 9 . 8 2
2 8 9 . 7 2

Increase
$ (29.28)
$ (27.29)
$ (27.08)
$ (26.87)
$ (26.66)
$ (26.45)
$ (26.24)
$ (26.03)
$ (25.82)
$ (25.61)
$ (25.40)
$ (24.98)
$ (24.56)
$ (24.14)
$ (23.72)
$ (23.30)
$ (23.90)
$ (24.50)
$ (25.10)
$ (25.70)
$ (26.30)
$ (26.90)
$ (28.10)
$ (29.30)
$ (30.50)
$ (31.70)
$ (32.90)

Percent
Increase

- 2 4 . 4 0 %
- 2 2 . 7 4 %
- 2 2 . 2 4 %
-21 .75%
-21 .27%
-20.81 %
-20 . 36%
-19 . 92%
-19 . 49%
- 1 9 . 0 8 %
- 1 8 . 6 7 %
- 1 7 . 9 0 %
- 1 7 . 1 6 %
- 1 6 . 4 6 %
- 1 5 . 7 9 %
- 1 5 . 1 5 %
- 1 4 . 5 4 %
- 1 4 . 0 1 %
- 1 3 . 5 3 %
-13.11 %
- 1 2 . 7 3 %
-12 . 39%
-11 .80%
-11 .30%
- 1 0 . 8 8 %
- 1 0 . 5 1 %
- 1 0 . 2 0 %

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 99,999,999 $
Over 99,999,999 $

1.99
1.99

Average Usage
341,763 $

Median Usage
1,500 $

832.74 $ 770.83 $ (61.91)

120.89 $ 93.71 $ (27.19) -22.49%

-7.43%

Page 16 of 17



H20, Inc.
Bill Comparison Present and Proposed Rates
Meter Size: 3 Inch Construction

Exhibit
Schedule H-4
Page 17
Witness: Bourassa
REVISED

Usage
Present

EM
$

Present Rates:
225.00
1 ,000

Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 20,000 $
Over 99,999,999 $

1.78
2.11

181.44

1,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
50,000
70,000
80,000
90,000

100,000

225.00
225.00
226.78
228.56
230.34
232.12
233.90
235.68
237.46
239.24
241 .02
244.58
248.14
251 .70
255.26
258.82
269.37
279.92
290.47
301 .02
311 .57
322.12
343.22
364.32
385.42
406.52
427.62

Proposed Dollar
M Increase

$ 181.44 s (43.58)
183.43 $ (41.57)
185.42 $ (41.36)
187.41 $ (41.15)
189.40 $ (40.94)
191.39 $ (40.73)
193.38 $ (40.52)
195.37 $ (40.31)
197.38 $ (40.10)
199.35 $ (39.89)
201.34 $ (39.88)
205.32 $ (39.28)
209.30 $ (38.84)
213.28 $ (38.42)
217.28 $ (38.00)
221.24 $ (37.58)
231.19 $ (38.18)
241.14 $ (38.78)
251.09 $ (39.38)
281.04 $ (39.98)
270.99 $ (40.58)
280.94 $ (41.18)
300.84 $ (42.38)
320.74 $ (43.58)
340.84 $ (44.78)
380.54 $ (45.98)
380.44 $ (47.18)

Percent
Increase
-19.36%
-18.48%
-18.24%
-18.00%
-17.77%
-17.55%
-17.32%
-17.10%
-16.89%
-16.67%
-16.46%
-16.05%
-15.65%
-15.26%
-14.89%
-14.52%
-14.17%
-13.85%
-13.56%
-13.28%
-13.02%
-12.78%
-12.35%
-11 .96%
-11 .62%
-11 .31%
-11 .03%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
.Up to 99,999,999 $
Over 99,999,999 $

1.99
1.99

Average Usage
120,263 s

Median Usage
20,000 $

470.38 $ 420.76 $ (49.61) -10.55%

258.82 $ 221.24 $ (37.58) -14.52%

Page 17of17



3
Er.3
<.>

m| w b
Q) C Q> 8 o
N (5 1-

(D c

n<*>mu>¢o¢or~r~l~r~l~ooaooooouocoeococooocoooa:o>oaoaoacaoaoaoacacacnoacn

. L
:x 3 1
o "Fm
E 8
54-1-

1nwmenww ONNWWWM |~1~<o N I.nr~ nmoooa ncomooo (')lOl~DwNOWWN§WO8@®¢O:FNM$EE88WW822¢@;NNhNQ;9QQ
'J-J¢4Nc€¢€nl¢~iNNnf¢€Nlnfnl¢4n'nf<4nlnlnlnl<4niniNc€<\FN¢~I¢\FnlNnl¢\Fnlǹ
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BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE
APPLICATION OF HZO, INC. FOR A
DETERMINATION OF THE
CURRENT FAIR VALUE OF ITS
WATER UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN
ITS RATES AND CHARGES FOR
UTILITY SERVICE.

DOCKET NO. W-02987A-07-0557

SUPPORTING EXHIBIT AND SCHEDULES

FOR COST OF CAPITAL

EXHIBIT B
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H20, Inc.
Test Year Ended December 31, 2006

Cost of Preferred Stock

Exhibit
Schedule D-3
Page 1
Witness: Bourassa
REVISED

End of Test Year End of Protected Year

Line
No .

Description
of Issue

Shares
Outstanding Amount

Dividend
Requirement

Shares
Outstanding Amount

Dividend
Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
(a) E-1

RECAP SCHEDULES:
(a) D-1



H20, Inc.
Test Year Ended December 31, 2006

Cost of Common Equity

Exhibit
Schedule D-4
Page 1
Witness: Bourassa
REVISED

Line
No.

The Company is proposing a return on equity of 10.75 percent.
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
<a) E-t

RECAP SCHEDULES:
(a) D-1
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BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE
APPLICATION OF HZO, INC. FOR A
DETERMINATION OF THE
CURRENT FAIR VALUE OF ITS
WATER UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN
ITS RATES AND CHARGES FOR
UTILITY SERVICE.

DOCKET NO. W-02987A-07-0557

DIRECT TESTIMONY OF

THOMAS J. BOURASSA

(RATE BASE, INCOME STATEMENT,

REVENUE REQUIREMENT, RATE DESIGN)

EXHIBIT C



1.

Q.

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

Q. WHAT IS YOUR PROFESSION AND BACKGROUND?

I am a Certified Public Accountant and am self-employed, providing consulting

services to utility companies as well as general accounting services. I have a B.S.

in Chemistry/Accounting from Northern Arizona University (1980) and an M.B.A.

with an emphasis in Finance from the University of Phoenix (1991).

Q- COULD YOU BRIEFLY SUMMARIZE YOUR PRIOR WORK AND

REGULATORY EXPERIENCE?

Yes. I was employed by High-Tech Institute, Inc., and served as controller and

chief financial officer, prior to becoming a private consultant. Prior to working for

High-Tech Institute, I worked as a division controller for the Apollo Group, Inc.

Before joining the Apollo Group, I was employed at Kozo ran & Ker rode, CPAs.

In that position, I prepared compilations and other write-up work for water and

wastewater utilities, as well as tax returns.

In my private practice, I have prepared and/or assisted in the preparation of

several water and wastewater utility rate applications before the Arizona

Corporation Commission ("Commission"). A summary of my regulatory work

experience is attached.

Q- on WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

1

2

3 A.

4

5

6 A.

7

8

9

10

11

12 A.

13

14

15

16

17

18

19

20

21

22

23 A.

24

25

I am testifying in this proceeding on behalf of the applicant, HZO, Inc. ("H20" or

In this proceeding, H20 is seeking a determination of (i) the

fair value of its water utility properties for ratemaking purposes, (ii) a fair and

"the Company").
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reasonable rate of return thereon, and (iii) increases in its rates and charges for

water utility service in its certificated service area, which is located in Maricopa

County.

11.

Q.

OVERVIEW OF THE COMPANY'S APPLICATION.

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY?

My direct testimony in this proceeding is being filed in two parts. In this portion

of my direct testimony, I am sponsoring testimony that addresses the Company's

water division rate base, its income statement (revenue and operating expenses),

its required level of revenues, and its rate design and proposed rates and charges

for service. Schedules A through H, except the D schedules, are attached to this

portion of my direct testimony. I was responsible for the preparation of these

schedules based on my investigation and review of the relevant books and records

for the Company.

In the second portion of my direct testimony, to which the D schedules are

attached, I address cost of capital. The Company is requesting a return on

common equity of l0.75%. As shown on Schedule D-l, the Company's capital

structure consists of approximately 14 percent debt and 86 percent equity. The

weighted cost of capital is 10.13 percent.

For the convenience of the Commission and the parties, the two portions of

my direct testimony, each with the relevant schedules attached, are being tiled

separately in this case.

1

2

3

4

5

6  A .

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22 Q.

23 A.

24

25

PLEASE SUMMARIZE THE COMPANY'S APPLICATION.

The test year used by H20 is the 12-month period ending December 31, 2006.

The Company has also proposed certain pro forma adjustments to take into

account known and measurable changes to rate base, expenses and revenues.
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These pro forma adjustments are consistent with normal ratemaking and with the

Commission's rules and regulations. They are also necessary to obtain a normal

or realistic relationship between revenues, expenses and rate base.

As stated above, the Company is requesting a return of 10.13 percent on its

fair value rate base. The resulting decrease in revenues needed to provide that

return is approximately $3,122,824 a decrease of approximately 7.6 percent

compared the adjusted and annualized test year revenues.

Q- WHY IS H20 FILING FOR NEW RATES AT THIS TIME?

The Company present rates were approved in Decision 58641 (May 27, 1994).

In Decision 69413 (April 16, 2007), in which the Company requested a tariff

revision, the Company was ordered to file a rate case by September 31, 2007

using a test year of 2006 or later. The Company filed a rate application on

September 31, 2007 which was found to be insufficient. This latest filing

addresses the deficiencies and modifies its earlier filing.

1

2

3

4

5

6

7

8

9 A.

10

11

12

13

14

15

16

17

18
A.

19

20

21

22

23

24

25

111.

Q-

SUMMARY OF A, E AND F SCHEDULES.

MR. BOURASSA, LET'S TURN TO THE COMPANY'S SCHEDULES.

PLEASE DESCRIBE THE SCHEDULES LABELED AS A, E, AND F.

The A-1 Schedule is a summary of the rate base, adjusted operating income,

current rate of return, required rate of return, operating income deficiency, and the

increase (decrease) in gross revenue. Revenues at present and proposed rates and

customer classifications are also shown on this schedule.

The A-2 Schedule is a summary of results of operations for the test year,

prior years, and a projected year at present rates and proposed rates.

Schedule A-3 contains the Company's capital structure for the test year and

the two prior years.

3



Schedule A-4 contains the plant construction, and plant in service for the

test year and prior years. The projected plant additions are also shown on this

schedule.

Schedule A-5 is the summary of the Company's changes in financial

position (cash flow) for the prior two years, the test year at present rates, and a

projected year at present and proposed rates.

The E Schedules are based on H20's actual operating results, as reported

by the Company in annual reports filed with the Commission. The E-l Schedule

contains the comparative balance sheet data the years 2004, 2005, and 2006.

Schedule E-2, page l, contains the income statement for the years 2004,

2005, and 2006.

Schedule E-3 contains the statements of changes in the Company's

financial position for the test year and the two prior years.

Schedule E-4 provides the changes in stocldlolder's equity.

Schedule E-5 contains the Company's plant in service at the end of the test

year, and one year prior to the end of the test year.

Schedule E-7 contains operating statistics for the years ended December 31,

2004, December 3 l, 2005, and December 3 l, 2006.

Schedule E-8 contains the taxes Charged to operations.

The accountant's notes (if any) to the financial statements and the financial

assumptions used in preparing the rate tiling schedules are shown on Schedules E-

9 and F-4, respectively, in accordance with the Commission's standard filing

requirements.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25 A .

Q- PLEASE CONTINUE.

Schedule F-1 contains the results of operations at the present rates (actual and

4



adjusted), and at proposed rates.

Schedule F-2 contains the summary of changes in financial position (cash

How) for the prior two years, the test year at present rates, and a prob ected year at

present and proposed rates.

Schedule F-3 shows the Company's projected construction requirements

for 2004, 2005, and 2006.

Schedule F-4 contains the assumptions used in developing the adjustments

and prob sections contained in the rate filing.

Iv.

Q-

RATE BASE (B SCHE])ULES)_

WOULD YOU EXPLAIN THE RATE BASE SCHEDULES, WHICH ARE

LABELED AS THE B SCHEDULES?

Yes. I will start with Schedule B-5, which is the working capital allowance. The

results produced by the "formula method" of computing the working capital

allowance are shown only for informational purposes on Schedule B-5. The

Company is not requesting a working capital allowance in this case, as reflected

on Schedules Bl and BE.

Q. WHY ISN'T THE COMPANY SEEKING WORKING CAPITAL?

In order to simplify this filing and to reduce issues that might be in dispute.

Q- PLEASE CONTINUE WITH YOUR DISCUSSION OF THE R.ATE BASE

SCHEDULES.

The Company requests that its original cost rate base be used as its fair value rate

base. Accordingly, schedules B-3 and B-4 are excluded from the Company's

filing.

1

2

3

4

5

6

7

8

9

10

11

12
A.

13

14

15

16

17

18
A.

19

20

21
A.

22

23

24

25
Q. HAVE YOU PREPARED A SCHEDULE SHOWING ADJUSTMENTS TO

THE ORIGINAL COST RATE BASE?
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Yes. Schedule B-2, page 1, shows adjustments to the original cost rate base.

Schedules B-2, pages 2 through 4 are the supporting schedules. These

adjustments are, in summary:

Adjustment number l increases accumulated depreciation by the amount of

the difference between the book balance of accumulated depreciation at the end of

the test year and the computed accumulated depreciation balance.

Q. DO THE PLANT AND ACCUMULATED DEPRECIATION SHOWN ON

SCHEDULE B-2 REFLECT THE LAST COMMISSION RATE ORDER?

Yes. The plant balances start with the plant approved in Decision 58641. Plant

additions and retirements last rate case have been added to and deducted from

total plant shown on schedule B-2. The B-2 schedules, pages 2.1 through 2.16,

show the details for. the recomputed accumulated depreciation through the end of

the test year using half-year convention for depreciation. The Company has used

a composite depreciation rate of 3.6 percent in the re-computation of accumulated

depreciation. This was the depreciation rate approved in Decision 58641 .

Q- PLEASE CONTINUE WITH YOUR DISCUSSION OF THE RATE BASE.

Adjustment number 2 increases the balance contributions-in-aid of construction

("CIAC") and related accumulated amortization to the computed amount. The re-

computation starts with the CIAC balance approved in Decision 58641.

Adjustment number 3 decreases balance of CIAC and AIAC included in

rate base. The Company had approximately $2,395,001 of unexpended CIAC and

AIAC funds on the books at the end of the test year. In other words, there is no

plant-in-service amount in rate base to offset the cash balance on unexpended

CIAC and AIAC.

1 A.

2

3

4

5

6

7

8

9 A.

10

11

12

13

14

15

16

17 A.

18

19

20

21

22

23

24

25 Q- BUT HAVEN'T YOU CREATED A MISMATCH BETWEEN RATE BASE,
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REVENUES AND EXPENSES?

No, not at all. The adjustment for unexpended CIAC and AIAC is necessary in

order to properly match the amount of plant-in-service with the amount of CIAC

and AIAC used to Lund plant-in-service. Since the unexpended CIAC and AIAC

has not been used to time any on the plant-in-service amount in rate base, a

mismatch would have been created had I not adjusted the CIAC and AIAC.

Q. PLEASE CONTINUE WITH YOUR DISCUSSION OF RATE BASE

ADJUSTMENTS.

Adjustment number 4 decreases CIAC for CIAC funds used for construction

work-in-progress. The Company is not proposing any post-test year plant to be

included in rate base. Since there is not corresponding plant-in-service included

in rate base to match CIAC included in rate base, CIAC has been reduced to

avoid a mismatch.

Q- WILL THE COMPANY USE THESE FUNDS?

Yes. As shown on the F-3 schedule, the Company expects capital expenditures

over the next two to three years to be over $10 million and is expected to expend

these funds in a relatively short period of time.

INCOME STATEMENT (C SCHE])ULES)_

LET'S MOVE ON TO THE C SCHEDULES. PLEASE EXPLAIN THE

ADJUSTMENTS YOU ARE PROPOSING TO THE INCOME

STATEMENT AS SHOWN ON SCHEDULES C-1 AND C-2.

1

2 A.

3

4

5

6

7

8

9 A.

10

11

12

13

14

15 A.

16

17

18
v.

19

20 Q-

21

22
A.

23

24

25

The details of the adjustments are shown on Schedule C-2, pages 1 to 13. The

adjustments are then carried forward to the C-1 Schedule, which contains the

adjusted test year income statement.

Adjustment 1 annualized depreciation expense. The depreciation rate

7



approved in the Decision 58641 was a composite rate equal to 3.6 percent for all

plant. The Company requests authority to use individual rates by plant account to

more realistically reflect individual plant lives. The Commission has been

moving away from the use of composite depreciation rates in favor of individual

rates. Unifonn rates are not always appropriate because they do not reflect a

realistic expected life of the plant. The Company's proposed depreciation rates

are published by the ACC Staff and are considered "typical and customary".

Adjustment 2 increases the property taxes based on proposed revenues.

The Company's adjustment recognizes the recently passed Arizona legislation

(H.B. 2779) now codified in A.R.S. § 42-15001, entitled "Assessed Valuation of

Class One Property"). The law reduces the assessment ratio % percent (0.5%) for

the next 10 years starting in 2006. The Company has proposed a 23 percent

assessment rate which will be in effective for the property tax year 2009.

Q. HOW DID YOU COMPUTE THE PROPERTY TAXES AT PROPOSED

RATES?

To determine full cash value, I used the method employed by the Arizona

Department of Revenue - Centrally Valued Properties ("ADOR" or

Department"). This method determines full cash value by using twice the average

of three years of revenue, plus an addition for CWIP and a deduction for the book

value of transportation equipment. In the instant case, I used two times the

adjusted revenues for 2007, and revenues at proposed rates. The assessed value

(23 percent of full cash value) was then multiplied by the property tax rate to

determined adjusted property tax expense.

"the

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16 A.

17

18

19

20

21

22

23

24

25 A.

Q. IS THIS CONSISTENT WITH PRIOR COMMISSION DECISIONS?

Yes. It has been used by the Commission consistently for water and sewer
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utilities for the past several years. E.g., Black Mountain Sewer Corporation,

Decision No. 69164 (December 5, 2006), at 10-12, Rio Rico Utilities, Decision

No. 67279 (October 5, 2004), at 8, Arizona Water Company, Decision No. 64282

(December 28, 2001) at 12-13, Eella Vista Water Company, Decision No. 65350

(November 1, 2002), at 16, Arizona-American Water Company, Decision No.

67093 (June 30, 2004), at 9-10.

Q. WHY HAS THE COMMISSION UTILIZED THIS METHODOLOGY?

In the Commission's own words, "using only historical revenues to calculate

property taxes to include in the cost of service fails to capture the effects of future

revenue from new rates, and can result in an understatement or overstatement of

property tax expense." Decision No. 67093 at 9-10. When it comes to property

tax expense, each utility has the same characteristics, only the numbers change.

So there is no reason to change the ratemaking formula.

Q- PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE INCOME

STATEMENT ADJUSTMENTS.

Adjustment 3 shows the rate case expense. The Company is proposing $120,000

of rate case expense to be amortized over three years.

Q- HOW DID YOU DETERMINE THE AMOUNT OF RATE CASE

EXPENSE?

The $120,000 is an estimate based on my experience and I believe it is an

appropriate starting point in this case. My adjustment for rate case expense will

have to be revisited periodically as the rate case progresses.

1

2

3

4

5

6

7

8 A .

9

10

11

12

13

14

15

16 A .

17

18

19

20 A .

21

22

23

24

25 A .

Q- THANK YOU. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE

INCOME STATEMENT.

Adjustment 4 annualized revenues to the year-end number of customers for each

9



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

meter size. This adjustment is intended to increase revenues on the basis that the

number of customers at year-end were receiving service during the entire 12

months of the test year. The annualization for most meter sizes was based on the

number of customers at the end of the test year, compared to the actual number of

customers on each size meter during each month of the test year. Average

revenues by month were computed for the test year for each meter size. The

average revenues were then multiplied by the increase (or decrease) in number of

customers for each month of the test year.

Adjustment 5 removes non-utility revenues and expenses to eliminate the

effects on income taxes.

Adjustment 6 annualized purchased power based on additional gallons from

the revenue annualization. Adjustment 6 is intended to match additional expenses

with the additional revenues from the revenue annualization made in adjustment

4.

Adjustment number 7 increases postage expense for a postage rate increase

in 2007.

Adjustment 8 annualized postage expense for additional bills in the revenue

annualization. Adjustment 8 is intended to match additional expenses with the

additional revenues from the revenue annualization made in adjustment 4.

Adjustment 9 annualized payroll expenses.

Adjustment 10 synchronizes interest expense with the Company's FVRB.

The weighted cost of debt from Schedule D-l is multiplied by the FVRB

contained on Schedule B-1 to derive the interest expense for computation of the

income taxes.

Adjustment ll removes construction management expense from operating

10



expenses that were paid to individuals also receiving a salary.

Adjustment 12 reflects the change to incomes taxes at the effective tax rate

under proposed revenues .

RATE DESIGN (H SCHEDULES)

WHAT ARE THE COMPANY'S PRESENT RATES

The monthly charges at present rates are listed below.

All Classes

Meter
Size

Monthly
Minimum

Gallons included
in Monthly Minimum

5/8

3/4

1

1,000

1,000

1,000

1,000

1,000

$ 15.00

$ 18.00

s 37.00

S 75.00

s 120.00

No Tariff

No Tariff

No Tariff

The commodity charges and tiers by meter size are:

All Classes

1 1 /2

2

3

4

6

Meter
Size Tier (gallons)

Charge
per 1,000 gallons

All 1,001 to 20,000 S 1.78

20,000 and above $ 2.11

1

2

3

4

5

6 A .

7

8

9

10

11

12

13

14

15

16

17

18

1 9

2 0

21

2 2

2 3

2 4
A .

2 5

Q- WHAT ARE THE COMPANY'S PROPOSED RATES?

The monthly charges at proposed rates are listed below.

All Classes

VI.

Q.

11



Meter
Size

Monthly
Minimum

Gallons included
in Monthly Minimum

5/8

3/4

1

0

0

0

0

0

0

0

0

0

0

1 1 /2

2

3

4

6

8

10

s 11.34

$ 17.01

35 28.35

$ 56.70

s 90.72

$ 181.44

$ 283.50

EB 567.00

$ 907.20

$1,360.80

The commodity charges and tiers by meter size are:

Residential, Commercial. Industrial and Irrigation Class

Meter
Size Tier (gallons)

Charge
per 1,000 gallons

5/8 and 3/4

1

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

1 1/2

1 to 4,000

4,001 to 10,000

Over 10,000

1 to 25,000

Over 25,000

1 to 50,000

Over 50,000

$1.14

$1.54

$1.99

$1.54

$1.99

$1.54

$1.99

12



2

3

4

6

8

10

1 to 80,000

Over 80,000

1 to 160,000

Over 160,000

1 to 250,000

Over 250,000

1 to 500,000

Over 500,000

1 to 800,000

Over 800,000

1 to 1,100,000

Over 1,100,000

$1.54

$1.99

$1.54

$1.99

$1.54

$1.99

$1.54

$1.99

$1.54

$1.99

$1.54

$1.99

All gallons $1.99

Standpipe

All Meter Sizes

Construction

All Meter Sizes All gallons $1.99

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18 A.

19

20

21

22

23

24

25

Q- HAS THE COMPANY PROPOSED A CHANGE IN THE RATE DESIGN?

Yes. As found, the current rate design is a two-tier design with one break-over

point of 20,000 gallons for all meter sizes. The Company has proposed a three-

tier rate design for residential 5/8 and % inch meters and a two tier rate design for

commercial, industrial and irrigation meters from 5/8 inch up to 10 inch. This

rate design is similar to Staff recommended rate designs in recent cases.

For the 5/8 inch and % inch residential meters, the first break-over point is

4,000 gallons. The second break-over point is 10,000 gallons, or 2 % times the

first tier break-over point. The l inch and larger meter break-over points are

13



scaled on the relative meter flows compared to a 5/8 inch meter using the first

break-over point of 10,000 gallons for the 5/8 inch and % inch commercial,

industrial, and irrigation meters as the base.

Q- WHAT IS THE IMPACT OF THE COMPANY'S PROPOSED RATES ON

AN AVER.AGE PA INCH METERED RESIDENTIAL CUSTOMER?

The present monthly bill for a % inch metered residential customer using an

average of 8,334 gallons is $31.05. The proposed monthly bill for a % inch

metered residential customer using an average of 8,334 gallons is $28.24 a

decrease of $2.81 or approximately 9 percent compared to the present rates.

Q- ARE THERE ANY CHANGES TO THE MISCELLANOUES SERVICE

CHARGES?

No.

Q, ARE THERE ANY CHANGES TO THE METER AND SERVICE LINE

INSTALLATION CHARGES?

Yes. The Company has proposed meter and service line charges based on Staff' s

recent memo on typical meter and service line charges.

Q- DOES THE COMPANY HAVE AN EXISTING OFF-SITE-FACILITIES

HOOK-UP-FEE?

Yes. The existing off-site facilities hook-up fee ("HUF") is used, and has been

used, for off-site facilities to provide water production, delivery, storage and

pressure to new service connections. The current HUT charges are shown on H-

3, page 5. As shown, the current HUF for a % inch meter connection is $1,050.

No change is proposed.

Q. DOES THAT CONCLUDE YOUR TESTIMONY?

1

2

3

4

5

6 A .

7

8

9

10

11

12 A .

13

14

15 A .

16

17

18

19 A .

20

21

22

23

24

25 A . Yes.
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Exhibit -\
RESUME OF THUIVIAS J. BOURASSA. CPA

EDUCATION.-\L BACKGROUND

B.S. Norlhem Ari/una University Chen\islry.Accuuming (1980)
M.B.A. University of Phoenix with Emphasis in Finance (1991)
C.P.A. State of Arizona (1995)

EMPLOYMENT EXPERIENC E

1995 - Pro>em CPA - Sell'EtnployW
(`onsultant to utilities nm regulatory matters including all aspects al'
rate applications (rate base.income statement. COMof capiud. cost
of service. and rntc design). ratereviews. certificates of'
com cnicncc and necessity {C(l&N). CC&N extensions. linuucing
applications.accounting order applications.mid off'-site facilities
honk-up lim: uppliuminns. Prut-ide expert testimony as required.

Consultnm \uriuu.~a aspects up hu 1i11e<>s. tinuncial :Md uccnuntmg
matters inclmlmg best bu=-lncw practices. gencmlly act-cptt.~d
accounting principles. prniein analysis. ca.-sh lluw analysis.
regulatory treatment of certain expenditures .Md i1w¢.-stmcnL~=.
business valuations. and ratermyews.

1993- 1995 EmployedbyHigh-Tech Institute. Phoenix, Arizona as L'un\,roll=:r
andC Fu .

1989-199° Employed by Alta Fcchnical School, al Jivision al' Univel413. of
Phncnix as Division Controller.

1985-1989 Employed by M.L.R. Builders. Tampa:Md Pensacola., Florida as
Operations/Accounting Manager

1982- I 985 Employed by and part owner in Ame Szmd and Clay Company.

Pensacola. I°14:1rida.

was-ws" Employed by Purdue l niverslty. West Lufavctte. lndizm.: as
Tcachima Assistant.
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Sl1MI\1ARY OF REGULATORY \VORK EXPERIENCE AS SELF EMPLOYED
CONSULTANT

CUMPANY/CLI ENT
ICE Water Users Association

FUNCTION
Permanent Rule Applicntinrt. Prcpar¢d
schedules and Le:>LiHcd in Rule Base.
Plant. Income Slat<°menL Revenue
Requircme-1L Ralf: Dcmgn

Dianwnd V;-mu-es Vcranu Certificate Rf Convenience and N-:ccs>iLs
- Water. Prcpmcd pm-Ibrmu balance
sheets. income slalcnwlus, plant.
schcdule>. rate base. lirmncinn.and ini\i:d
talc dcsiun.

Valley Ulililies Financing Application

Li1chEeld Park Service Company Accounting Order. Assist in preparing
deEru'rion and scope ufcosls br deferral
br future regulator) cunslderation and
treatment.

Goklcn Shurcs WaterCompany Pcmmm:nt Rate Application. Prepared
achcdules and lcstilicd on Rate Base.
Pl:mL. Income Sratemem. Revenue
Requirement. Rate Design. and Coal of
Capital.

Diublu Village \\".11::r (̀ c»mpan} OUT-site: 1Mili1i¢§ hook-up fee application.

Ulilih Source. Permanent Rate Application- Wan-r and
Sewer. Prcpar¢d schedules and lcstilied
\\11 Rate Base.Plant,Income Statement.
Revenue Requirement. Rate Design..Md
Cost of Capital.

Goodman Water C`ompan} Permanent Rare Application - Water.
Prepared schedules and testified in Rate
Base. Plant. Income Statement. and Cost
of Capital.

Links at Coyote Wash L lililics Ccrliticutcal Convenience and Necessity
Setter. Prepared pro-lbm1a balance

sheets. income statements, plant
schedules. rate bathe. Glancing. and initial
rate design.



COMPANY/CL1EN'1` FITNCITIOI\

:New River Utilities Extension Cunilicale ul.Cunvenicnc¢ and
Necessity v'atcr. Prepared pro-forma
balance sheets, income szalumenls. play
schedules. rate base. and Iinancinu

Johnson L lihtius Extension of Ccniticane of Convenience
and Ncceasily - Se" Ur. Prepared pro-
ibnna balance sheclb. income slutesnenls,
play schedules.rate base. limning. and
initial rate( schism.

Bachmann Springs L`l1lit) Pcrmanlcrll Rule Application -- Water .Md
Sewer. Prepzxrcd churl-furm wincdulcs tr
Rate Base. Income Slauemenl. Plant. Bill
Counts.andRare Design.

\vr:a Valle) Co-Up Pcrmaanent Rate Application W attar.
Prepared schedules and testiticd in Rule
Base, Plant. lncomc Statement. Ret true
Requirement. and Rate Design.

Gold Can; on Sam Er Company Permanent Rate Application - Sewer.
Prepmul scheslulcs and tcsliiicd in Rule
Base. Plant. Income Statement, Rcvcnuu
Requirement, Rate Design. and Cost of
Capital.

Par West Water andSewer Company Permanenl Rate Application: Sewer
Prepared schedules and testified in Rate
Balsc. Plant. Income Statement. Revenue
Requirement. Rate Design. and Cost of
Capital.

Black Mountain SEA Er C`ump.1ny

Bahurra Scvvcr Company

PemwnenlRule Application - Sewer.
Prepared schedules and lestilictl on Rate
Base, Plant. lucumc Statement. Revenue
Requirement, Rate Design. and Cost al
Capital.
CeniEcale of Convenience and Nccessin
- Sen Cr. Prepared pro-forma balance
sheets. income statements, plant
schedules. rate base. finnncinu. and initial
:etc design.



(.`O1\lPANYICLIENT
Community WnlcrCompany

FUNCTION
Permanent Rate Application- Water.
Prepared schedules and te>1iEed on Rate
Base. Plant.IncomeStutemcm.Rcwnue
Rcquirumem.and Rate Design.

!\ Ice}ain Water Systems Certilicak:ullConvcnience and Neccssiu
- Water. Prepared pro-fommabalance
sheets, income statements, plant
schedules.rate base. linuncing, and initial
mue dcsizn.

v'alle5 Utilities WaterCompzlnv Permanent Ran: Appliculion Water.
Prepared schedules and testified in Rule
B¢ase,Plant.Income Statement.and
Revenue Rcquircmunl. Assisted in
preparation of Rate De~ign.

Bcardslc) Water Curnpuny Permanent Rule Applicaliun - Water
Prepared short-Ibm: schedules for Rule
Base. Income Statement. Plant. Bill
Counts. and Rate Design.

Chaparral L ìty \'»'attar Cornpam Permanent Rate Applitzatiou. Prcp.trt-sd
schedules .Md Te~:liIied onRate Base.
Plant, and Income Statement. .-\s>istcd tn
preparation Rate Design

Pine Water Company. Inc Interim and Permanent Rule Applicatinn.
Financing Appliculinn - \\'rater. Prepared
schedules and teslilied on Rate Base.
Plant.Income Statement. Cost of Capital.
andRate Desist.

Tierra Linda Hume Owners Associaliun Ccrlilicale ollCunvenience andNeccssirv
- Water.Prepared pro-llom1abalance
sheets.income statements, pp:ml
schedules.rate base. linancinsz. and initial
raw design.

Diuruund Ventures - Red Rock L lilitics Ceniiicalu at' Convenience and Necessity
- Water and Sewer. Preparedpro-furma
balance sheets. income statements. pl.m1
schedules. rate base, financing. :Md Initial
rate dcsiEn.



(_ UNIIAN y /CLIENT FL NCTION

Ariana-American Water Company. Inc. Permanent Rate Application \\'atur and
Sewcr{10 diwi>iun-1. Prepared schedules
and testimony in Rule Base. Play.
Income Statement. ad Revenue
Requirement. Assisted inpreparationof
Rate Design.

Bella Vista Water Cornpum , Inc. Permanent Rate Application - Water.
Prepared schedules and testimony on Rate
Base, Plant, Income Statement. and
Revenue Requirement. A>sistcd in
prepzu action of Cost ul'(lapital and Rate
Design.

GreenVoIle_\ Water ("company Penuanenl Rate Application. Prepared
schedulesad testimony on Rate Base.
Plant, Income Stansmenl. and Revenue
Requirement. Assisted in pneparuiiunof
Cost of tapitul andRate Design.

Gold (̀ any1>n Sewer C̀ c\mpz1ny Permanent Ralf Application - Sewer.
Prepared schedules and testimony on Raw
Base,Plant. RI.'\ cue Requirement. and
Income Statcnxcm. Assisted in
prcparutiun of Com oil("upital and Rate
Design.

Rik) Verde Ulilities. Inc. Pcnuamcnl Rate Application - Water and
Sewer. Preparedschedulesandl=:s1imon}'
onRate Base. Plum. Rcvvnuc
Requirement. andIncomeStat=:mL-nt.
Assisted in preparation of Cost Rf Capital
and Rate Design.

L'h:1p.1rrul L'it}. Water t 'lunpuny Permanent Rate Application Water.
Prepared schedules and testimony on Raw
Base, Plant. Rem true Requirement. and
Income Statement. Assisted in prcparaliun
al' (`ur.l uIICapi!a1 and Rate Design

Liv cu Water and Sewer Company Pem1aLent Rate Application - Water and
Sewer. PrcparW short-form wchcdulca fL r
Rate Base. Income Statement. Play. Bill
C`mu1ls. and Ran: Dcsiun.



CO'\.IPANYK_ILlENT FUNCTION

Cave Creek Sexwr (`onlpan} Revenue Rcquinemunl.Rate Adj uslmem
and Rate Desist - Sewer.

Avrit C()-OP. Inc. Permanent Rate Application - Water.
Assisted in preparation of Rate Base,
Plant. Income Statcrnenl.Revenue
Requirement, and Rate Design.

fun al' Ore Valley Revenue Requircn1=:nLs°, Waler Rule
Adjustments and Rate Design.

Far Wu>t Wutcl (`omp:u1y (Water .Md
Sewer)

I'crmun:nl Rate Application - Waller.
Assisted in preparation of schedules for
Rate Base. Income Stalenmenl. Revenue
Requirement. Lead-Lag Study. Cost of
Capital, and Rate Design.

Sedona Venture Wawa and Sewer Pemluuenl Rate Application- Water and
Sewer. Assisted in preparationof'
schedules for Ran: Base. Plant. Income
Statement. andRate Design.

Vail Winer Company- Permanent RawApplication. Assislud in
preparation of schedules tr Rate Base.
Plant. Income Statement.and Rate
Design

l;8;T Water Company Pemtancnt Rate Application - Water.
Assisted in preparation of schedules for
Rate Base. Plant. Income Statement.and
Rate Design.

NewsRiver Ulililv Permanent Ran: Application - Waacr.
Assisted in preparation of schcdules [Br
Rate Base. Plant. Income Statu.-me-nt. and
Rate Design.

Goldcu Shurcs Water Permanent Rate Application - Waler.
Assisted in prepuraliun of schedules hr
Rule Base.Plant.income: S\atcmenL and
Rate Design.

Ponde1.os'1 l§1illtv Compunv Pcmuanent Rate Applicnliun - Walter.
Aewialed in prepalution of schedules tin
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COM l'.-\NY!Cll-H8N'I' FUNC l̀ ION
Rate Base, plum, Income Stzztczrxenl. and
Rate Design.
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BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE
APPLICATION OF H20, INC. FOR A
DETERMINATION OF THE
CURRENT FAIR VALUE OF ITS
UTILITY PLANT AND PROPERTY
AND FOR INCREASES IN ITS RATES
AND CHARGES FOR UTILITY
SERVICE.

DOCKET no. W-02987A-07-0557

DIRECT TESTIMONY OF

THOMAS J. BOURASSA

(cosT oF CAPITAL)

EXHIBIT D



1.

Q.

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

Q- ARE YOU THE SAME THOMAS J. BOURRASSA THAT FILED DIRECT

TESTIMONY ON RATE BASE, INCOME STATEMENT, REVENUE

REQUIREMENT AND RATE DESIGN IN THIS DOCKET?

Yes, and all of my background information and testimony regarding my

qualifications is contained in that portion of my direct testimony.

11.

Q.

SUMMARY OF TESTIMONY AND THE PROPOSED COST OF CAPITAL

FOR THE COMPANY

WHAT IS THE PURPOSE OF THIS PORTION OF YOUR DIRECT

TESTIMONY?

1

2

3 A.

4

5

6

7

8 A.

9

10

11

12

13

14 A.

15

16

17

18

19

20

21

22

23

24

25

This portion of my direct testimony will focus on cost of capital issues for H20,

Inc. ("I-IZO" or the "Company"). I will testify in support of the Company's

proposed rate of return on its fair value rate base. I am sponsoring the Company's

D Schedules, which are attached to this testimony. Also attached to this testimony

are Exhibits l through 6, which are discussed below. As noted above, I am also

sponsoring direct testimony that addresses the Company's water division and

wastewater division rate base, income statement (revenue and operating expenses),

required increase in revenue, and rate design and proposed rates and charges for

service. For the convenience of the Commission and the parties, that testimony

and my related schedules are being filed separately in this case.

1



Q- PLEASE SUMMARIZE YOUR RECOMMENDED COST OF DEBT AND

EQUITY, AND YOUR RECOMMENDED RATE OF RETURN ON RATE

BASE.

At the end of the test year, December 31, 2006, H20 had adjusted total capital of

$1,747,835, consisting of $240,387 long-term debt and $1,507,448 common

equity, as shown in Schedule D-1. Thus, the Company's capital structure

consisted of 13.73 percent debt and 86.25 percent common equity. The

Company's cost of long-term debt is 6.27 percent, as shown on Schedule D-2. I

am recommending a return on equity of 10.75 percent. My recommendation is

based on (i) cost of equity estimates using constant growth and multi-stage growth

discounted cash flow ("DCF") models and the capital asset pricing model

("CAPlV1") for the sample group of publicly traded utilities, and (ii) my review of

the economic conditions expected to prevail during the period in which new rates

will be in effect. This results in a weighted cost of capital of 10.13 percent, as

shown on Schedule D-l. The weighted cost of capital is applied to the Company's

fair value rate base to compute the Company's required operating income.

1

2

3

4 A .

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19 A .

20

21

22

23

24

25

Q- IS THERE A RELATIONSHIP BETWEEN A UTILITY'S CAPITAL

STRUCTURE AND ITS COST OF CAPITAL?

Generally, when a firm engages in debt financing, it exposes itself to risks that,

once debt becomes significant relative to the total capital structure, increase in a

geometric fashion compared to the linear percentage increase in the debt ratio

itself. This risk is illustrated by considering the effect of leverage on net earnings.

For example, as leverage increases, the equity ratio falls. This creates two adverse

effects on the investor. First, equity earnings decline rapidly and may even

disappear. Second, the "cushion" of equity protection for debt falls. A decline in

2



the protection afforded debt holders, or the possibility of a serious decline in debt

protection, will act to increase the cost of debt financing. Therefore, one may

conclude that each new financing, whether through debt or equity, impacts the

marginal cost of future financing by any alternative method. For a firm already

perceived as being over-leveraged, this additional borrowing would cause the

marginal cost of both equity and debt to increase. On the other hand, if the same

firm instead employed equity funding, this could actually reduce the real marginal

cost of additional borrowing, even if the particular equity issuance occurred at a

higher unit cost than an equivalent amount of debt.
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Q. DOES THE COMPANY HAVE AN APPROPRIATE CAPITAL

STRUCTURE GIVEN ITS SIZE AND OTHER CHARACTERIZSTICS?

The theoretical optimum ratio of debt to equity in the capital structure will vary

considerably from one industry to another and, to a very significant extent, among

companies within a given industry, based on the size of the company and its

ability (or inability) to attract capital. A theoretically "balanced" capital structure

is one that provides debt with adequate protection, yet contains enough leverage to

produce equity earnings sufficient to attract new equity capital (but not so large a

degree of leverage as to introduce earnings instability and render equity

investment speculative). For small utilities, financial leverage often has

detrimental impacts with very slight increases in expenses. As a consequence, -

small utilities cannot support the same percentage of debt in their capital structure

as a large, publicly traded utility.

The relatively low percentage of debt in I-I20's capital structure implies

lower financial risk. I have taken the lower financial risk together with other

"firm-specific" factors into consideration in my return on equity recommendation.
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Q- PLEASE SUMMARIZE THE APPROACH YOU USED TO ESTIMATE

THE COST OF EQUITY FOR THE COMPANY.

The cost of equity for H20 cannot be estimated directly because H20's common

stock is not publicly traded. Therefore, there is no market data for H20.

Consequently, I applied the DCF models and CAPM models using data from a

sample of water utilities selected from the Value Line Investment Survey. There

are six water utilities in my sample: American States Water, Aqua America,

California Water, Connecticut Water, Middlesex Water, and SJW Corp. I selected

these particular utilities because the Commission's Utilities Division ("Staff') has

relied on data for these water utilities in a number of recent water and sewer utility

rate cases. Computations of common equity returns using DCF and CAPM

approaches are shown on Schedules D-4.9 through D-4. 10 and Schedule D-4.13.

Using Staffs sample group, the DCF analyses indicate that a return on

equity ("ROE") in the range of 9.2 percent to 11.3 percent is appropriate. The

CAPM analysis, again using Staffs sample group, indicates that a ROE in the

range of 10.8 percent to 13.4 percent is appropriate. These cost of equity analyses

indicate that an ROE in the range of 10.0 percent to 12.3 percent is appropriate.

An ROE of 10.75 percent is within the range of the averages of the results

produced by both types of equity cost estimates. I should note my cost of equity

estimate for H2O is 45 basis points less than the average of the mid-points (l 1.2

percent) of my estimates to account for lower financial risk. believe my estimate

is conservative when H20 small size relative to the six water utilities in Staff' s

sample group and other business risks not captured by the market data are

considered. The higher return for H2O takes into consideration the higher

business risk in Arizona, especially as the result of Arizona regulation. As I will
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discuss below, there are significant differences in business risk between Arizona

and California.
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Q- HAVE YOU CRITICIZED STAFF'S USE OF THE CAPM IN

ESTIMATING THE COST OF EQUITY IN THE PAST?
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Yes, I have done so in testimony in prior rate cases before the Commission. The

short-comings of the CAPM have been widely discussed in academic circles.1

The DCF also has serious short-comings when the stock of a company is trading at

prices substantially in excess of book value.2 I will discuss the short-comings of

both the DCF and the CAPM later in my testimony. For now, suffice it to say that

each model possesses its own way of examining investor behavior, and each

model requires the exercise of considerable judgment on the reasonableness of the

assumptions underlying them and on the inputs and proxies used. As Dr. Morin

states, "No one individual method provides the necessary level of precision for

determining a fair return, but each method provides useful evidence to facilitate

the exercise of an informed judgment.753

16 Q. GIVEN THE CRITICISM OF THE CAPM, WHY HAVE YOU DECIDED

TO EMPLOY THAT MODEL IN YOUR COST OF EQUITY ANALYSES?17

18 A.

19

20

I have done so to reduce the number of issues in this ease. Staff has employed the

CAPM in a number of recent rate cases, and the Commission has accepted the

CAPM as a means of estimating the cost of equity in those cases.

21

22

23 See, Ag., Eugene F. Fame and Kenneth R. French "The Capital Asset Pricing Model:

24

25

1

Theory and Evidence," Journal ofEconolnic Perspectives (Summer 2004) 25-46.

2 See, e.g. ,  Win Whitaker,  "The Discounted Cash Flow Methodology: Its Use in
Estimating a Utility's Cost of Capital," Energy Law Journal (1991)265-290.

3 Roger A. Morin, New Regulatory Finance (2006)428.
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111. OVERVIEW OF THE RELATIONSHIP BETWEEN RISK AND THE

EXPECTED RETURN ON AN INVESTMENT

HOW IS THE COST OF EQUITY TYPICALLY ANALYZED?Q-

Put simply, the cost of equity is the rate of return that equity investors expect to

receive on their investment. Investors can choose to invest in many types of

assets, not simply publicly traded stock. Each investment will have varying

degrees of risk, ranging from relatively low risk assets such as Treasury securities

to somewhat higher risk corporate bonds to even higher risk common stocks. As

the level of risk increases, investors require higher returns on their investment.

Finance models that are used to estimate the cost of equity often rely on this basic

concept.

Q, CAN YOU ILLUSTRATE THE CAPITAL MARKET RISK-RETURN

CONCEPT?
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Yes. The following graph depicts the risk-return relationship that has become

widely known as the Capital Market Line ("CML"). The CML illustrates in a

general way the risk-return relationship.
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The CML can be viewed as a continuum of the available investment opportunities

for investors. Investment risk increases as one moves upward and to the right

along the CML. As the risk of an investment increases, the expected return on the

investment also increases.
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Q. HOW DOES THE RISK-RETURN TRADE-OFF CONCEPT WORK IN

THE CAPITAL MARKET?

As already suggested by the CML, the allocation of capital in a free market

economy is based upon the relative risk of, and expected return from, an

investment. In general, investors rank investment opportunities in the order of

their relative risks. Investment alternatives in which the expected return is

commensurate with the perceived risk become viable investment options. If all

other factors remain equal, the greater the risk, the higher the rate of return
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investors will require to compensate investors for the possibility of loss of either

the principal amount invested or the expected annual income from such

investment.

Short-term Treasury bills provide a high degree of certainty and in nominal

terms (after considering inflation) are considered virtually risk free. Long-term

bonds and preferred stocks, having priority claims to assets and fixed income

payments, are relatively low risk, but are not risk free. The market values of long-

term bonds otter fluctuate when government policies or other factors cause

interest rates to change. Common stocks are higher and to the right on the CML

continuum because they are exposed to more risk. Common stock risk includes

the nature of the underlying business and financial strength of the issuing

corporation as well as market-wide factors, such as general changes in capital

costs.

The capital markets reflect investor expectations and requirements each day

through market prices. Prices for stocks and bonds change to reflect investor

expectations and the relative attractiveness of one investment versus another.

While the example provided above seems straightforward, returns on common

stocks are not directly observable in advance, in contrast to debt or preferred

stocks with fixed payment terms, and therefore they must be estimated from

market data. Estimating the cost of equity capital is a matter of informed

judgment about the relative risk of the company in question and the expected rate

of return characteristics of other alternative investments.
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Q- HOW IS THE COST OF EQUITY FOR A PARTICULAR UTILITY

DETERMINED?
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The estimation of a utility's cost of equity is a complex topic. It requires an

analysis of the factors influencing the cost of various types of capital, such as

interest on long-term debt, dividends on preferred stock, and earnings on common

equity. The data for such an analysis comes from highly competitive capital

markets, where the firm raises funds by issuing common stock, selling bonds, and

by borrowing (both long- and short-term) from banks and other financial

institutions. In the capital markets, the cost of capital, whether the capital is in the

form of debt or equity, is determined by two important factors :

1) The pure or real rate of interest, often called the risk-free rate of

interest, and,

2) The uncertainty or risk premium (the compensation the investor

requires over and above the real or pure rate of interest for

subjecting his capital to additional risk).
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Q- PLEASE DISCUSS THESE FACTORS IN GREATER DETAIL.

The pure rate of interest essentially reflects both the time preference for, and the

productivity of, capital. From the standpoint of the individual, it is the rate of

interest required to induce the individual to forego present consumption and offer

the funds thus saved to others for a specified length of time. Moreover, the pure

rate of interest concept is based on the assumption that no uncertainty affects the

investment undertaken by the individual, i.e., there is no doubt that the periodic

interest payments will be made and the principal returned at the end of the time

period. In reality, investments without risk do not exist. Every commitment of

funds involves some degree of uncertainty.

Turning to the second factor affecting the cost of capital, it is generally

accepted that the higher the degree of uncertainty, the higher the cost of capital.
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Investors are regarded as risk adverse and require that the rate of return increase as

the risk (uncertainty) associated with an investment increase.

Q- CAN YOU PROVIDE SOME PERSPECTIVE ON YOUR PREVIOUS

DISCUSSION WITH RESPECT TO RETURNS ON COMMON STOCKS?

Yes. Conceptually,

Required Return for
Common Stocks

Return on a
risk-free asset + Risk Premium

where the risk premium investors require for common stocks will be higher than

the risk premium they require for investment grade bonds. This relationship is

depicted in the graph of the CML, above. As I will discuss later in this testimony,

this concept is the basis of risk premium methods, such as the CAPM, that are

used to estimate the cost of equity.
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Q- WHAT IS THE CURRENT OUTLOOK FOR INTEREST RATES,

INFLATION, AND THE ECONOMY?

The U.S. economy is currently at the edge of a possible recession. Economic

growth slowed to an anemic 0.6 percent in the 4th quarter of 2007 and is expected

to remain week through the end of 2008. The Blue Chip Financial Forecasts

(Blue Chip) (March 2008) consensus forecasts of real GDP growth for the 3I'd and

4th quarters of 2008 are 2.0 and 2.1 percent, respectively. By the 2nd quarter of

2009, the consensus forecast is for modest GDP growth of 2.8 percent.

The Federal Reserve has taken a series of rate cut actions starting in

September 2007 to address the weakening economy. After a series of rate cuts,

the Federal Open Market Committee ("FMOC") at its March 18, 2008 meeting cut

the federal funds target rate 75 basis points from 3.00 percent to 2.25 percent.

This action, along with earlier actions by the FOMC, were taken in order to
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promote economic growth and to mitigate risks to economic activity. There

remain expectations of further easing of interest rates as forecasts for economic

growth remain weak. Federal Reserve Chairman Ben Bernanke noted in recent

Congressional testimony that financial markets are currently under considerable

stress and that broader retrenchment in the willingness of investors to bear risk,

troubles in the credit markets, and a weaker outlook of economic growthhave

added to that stress .

At the recent FOMC meeting, the FOMC also noted that inflation has been

elevated and that uncertainty over inflation has increased. In fact, while forecasts

of economic growth went down of the past few months, forecasts of inflation have

gone up. The short-term expectations are for the FOMC to cut interest rates

further in order to address the overall weakness in the economy, however, the

FOMC is expected to eventually lift interest rates to help dampen higher inflation

as the economy strengthens.

Q, WHAT ARE THE BLUE CHIP CONSENSUS FORECASTS OF INTEREST

RATES?

The Blue Chg; consensus forecasts of for the 5, 10 and 30 year U.S. Treasuries are

3.5 percent, 4.3 percent, and 4.8 percent, respectively, for the 2nd quarter of 2009.

Long-range estimates for the 5, 10, and 30 year U.S. Treasuries (2011) are 4.5

percent, 4.6 percent, and 4.7 percent, respectively.

Q- HOW DDE THESE COMPARE TO CURRENT RATES?

The spot yield of the 5, 10, and 30 year U.S. Treasuries on February 25, 2008 was

2.98 percent, 3.41 percent, and 3.91 percent, respectively.
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Q. IS H20 AFFECTED BY THE SAME MARKET UNCERTAINTIES AND

CONCERNS THAT AFFECT THE BROADER MARKET?
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Yes. Also, to varying degrees, all the water utilities in the sample group are

affected by these market forces.

Q- WHAT ARE THE RECENT DEVELOPMENTS IN THE WATER UTILITY

INDUSTRY AFFECTING UTILITY INVESTMENTS AND THE

MARKET?

Although the water utilities in the sample have recently encountered a more

favorable regulatory environment in many states, such as California, the water

utility industry is expected to confront increasing infrastructure demands.

According to the Value Line Investment Survey,many utilities have infrastructures

that are over 100 years old and in need of significant maintenance and, in some

cases, massive renovation and replacement. In addition, the EPA continues to

impose more stringent water quality and operational standards, such as new

maximum contaminant levels for public drinking water systems. Additional

operational requirements have also been imposed to address the threat of bio-

terrorism on U.S. water systems. As infrastructure costs continue to climb, many

smaller companies are at a serious disadvantage. Without sufficient resources to

fund improvements to meet new and more stringent requirements, many smaller

companies are being forced to sell to larger utilities, which have greater

operational flexibility and resources, as well as access to capital.
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Q- WOULD YOU PLEASE DISCUSS IN MORE DETAIL THE IMPACT OF

RISK ON CAPITAL COSTS?

With reference to specific utilities, risk is often discussed as consisting of two

separate types of risk: business risk and financial risk.

Business risk, the basic risk associated with any business undertaking, is

the uncertainty associated with the enterprise's day-to-day operations. In essence,
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it is a function of the normal day-to-day business environment, both locally and

nationally. Business risks include the condition of the economy and capital

markets, the state of labor markets, regional stability, government regulation,

technological obsolescence, and other similar factors that may impact demand for

the business product and its cost of production. For utilities, business risk also

includes the volatility of revenues due to abnormal weather conditions, degree of

operational leverage, regulation, and regulatory climate. Put simply, the greater

the degree of uncertainty regarding the various factors affecting a company's

business, the greater the risk of an investment in a company and the greater the

compensation required by the investor.

Financial risk, on the other hand, concerns the distribution of business risk

to the various capital investors in the utility. As I discussed earlier, permanent

capital is normally divided into three categories: long-term debt, preferred stock,

and common equity. Because common equity owners have only a residual claim

on earnings after debt and preferred stockholders are paid, financial risk tends to

be concentrated in that element of the firm's capital. Thus, a decision by

management to raise additional capital by issuing additional debt concentrates

even more of the financial risk of the utility in the common equity owners.

Although often discussed separately, the two types of risks are actually

interrelated. Specifically, a common equity investor may seek to offset exposure

to high financial risk by investing in a firm perceived to have a low degree of

business risk. In other words, the total risk to an investor would be high if the

enterprise was characterized as a high business risk with a large portion of its

permanent capital financed with senior debt. To attract capital under these

25
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circumstances, the firm would have to offer higher rates of return to its common

equity investors.

Iv.

Q.

THE CRITERIA THAT ARE USED TO DETERMINE WHETHER THE

AUTHORIZED RATE OF RETURN IS JUST AND REASONABLE IN A

"FAIR VALUE" CONTEXT

HAS THE UNITED STATES SUPREME COURT SET FORTH ANY

CRITERIA THAT GOVERN THE RATE OF RETURN THAT A

UTILITY'S RATES SHOULD PRODUCE?

Yes. In 1923, the Supreme Court set forth the following criteria for determining

whether a rate of return is reasonable in Blue field Water Works and Improvement

Co. v. Public Service Commission of West Virginia, 262 U.S. 679, 692-93 (1923):

A public utility is entitled to such rates as will permit it to earn a
return on the value of the property which it employs for the
convenience of the public equal to that generally being made at the
same time and in the same general part of the country on
investments on other business undertaking which are attended by
corresponding risks and uncertainties The return should be
reasonably sufficient to assure confidence in the financial soundness
of the utility and should be adequate, under efficient and economical
management to maintain and support its credit and enable it to raise
money necessary for the proper discharge of its public duties. A rate
of return may be reasonable at one time and become too high or too
low by changes affecting opportunities for investment, the money
market, and business conditions generally.
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In summary, under Blue field Water Works:

(1) The rate of return should be similar to the return in businesses with

similar or comparable risks,

The return should be sufficient to ensure the confidence in the

financial integrity of the utility, and

(2)
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The return should be sufficient to maintain and support the utility's

credit.

In addition to being widely followed by courts and regulatory commissions, the

Court's discussion of the criteria that should be used to determine a reasonable

rate of return is important because Blue field Water Works involved the application

(3)

of the "fair value" standard, which is embodied in the Arizona Constitution. Thus,

in discussing the criteria for determining a fair rate of return, the Court applied the

rate of return, judged according these criteria, to the current or "fair" value of the

utility's plant and properly devoted to public service.

Q. HOW HAVE THESE CRITERIA BEEN APPLIED IN REGULATORY

PROCEEDINGS?
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The application of the "reasonableness" criteria laid down by the Supreme Court

cases has resulted in controversy. The typical method of computing the overall

cost of capital is quite straightforward: it is the composite, weighted cost of the

various classes of capital (debt, preferred stock, and common equity), used by the

utility. The weighting is done by calculating the proportion that each class of

capital bears to total capital. However, there is no consensus regarding the best

method of estimating the cost of equity capital. The increasing regulatory

emphasis on objectivity in determining the rate of return has resulted in a

proliferation of market-based finance models that are used in equity return

determination. As will be discussed more fully below, however, none of these

models introduced has been universally accepted.
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A.

Q-

THE ESTIMATED COST OF EQUITY FOR THE COMPANY

The Publicly Traded Utilities That Comprise the Sample Group Used

to Estimate the Company's Cost of Equitv

PLEASE BRIEFLY DESCRIBE THE APPROACH YOU FOLLOWED IN

YOUR COST OF CAPITAL ANALYSIS FOR H20.

As I have stated, estimating the cost of equity is a matter of informed judgment.

The development of an appropriate rate of return for a regulated enterprise

involves the determination the level of risk associated with that enterprise and the

determination of an appropriate return for that risk level. Practitioners employ

various techniques that provide a link to actual capital market data and assist in

defining the various relationships that underlie the equity cost estimation process.

Since H20 is not publicly traded, the information required to directly

estimate I-I20's cost of equity is not available. Accordingly, I used a sample

group of water utilities to develop an appropriate cost of equity for HZO. There

are six water utilities included in the sample group: American States Water, Aqua

America, California Water, Connecticut Water, Middlesex Water, and SJW Corp.

All these companies are followed by the Value Line Investment Survey, and, as

explained previously, these particular utilities have consistently been used by the

Staff to estimate the cost of equity in a number of recent water and sewer utility

rate cases.
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Q- ARE THE WATER UTILITIES IN YOUR SAMPLE DIRECTLY

COMPARABLE TO HZO?

No. However, they have enough similarity to provide a useful starting point for

developing a cost of equity for HZO. I emphasize "starting point" because H20 is

not publicly traded, nor is there market data available for smaller utilities, like
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H20, that can be used to develop cost of equity estimates. Nevertheless, all of the

sample companies are regulated water utilities, and their primary source of

revenues is from regulated services. While all of them primarily provide water

service, some of the companies provide both water and wastewater services.

Q- DOES THE MARKET DATA PROVIDED BY THE WATER UTILITY

SAMPLE CAPTURE ALL OF THE MARKET RISKS THAT H20 MIGHT

FACE IF IT WERE PUBLICLY TRADED?

In my opinion, no. First, as I stated, there is no comparable market data for utility

companies the size of HZO. The average revenue of the water utility sample .

companies is over 78 times that of H20 and the average net plant of the water

utility sample companies is over 69 times that of HZO. Even the smallest

company in the sample, Connecticut Water, has nearly 23 times the net plant of

H20, and over 19 times H20's revenues.

Second, market data for the sample water utilities do not include data for

water utilities primarily serving the Arizona market and thus primarily subject to

Arizona rate regulation. The Commission requires the use of historical test years

with limited out-of-period adjustments. Moreover, current Commission policy

strongly disfavors adjustment mechanisms that allow for prompt recovery of

increases in the cost of purchased water and power, in contrast to other

jurisdictions. In short, the Commission's current policies make it difficult for

water utilities to earn their authorized rates of return.
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Q- HOW DGES THIS IMPACT H20?

H20 faces the risk that unexpected changes in costs during the period in which

new rates will be in effect will not be recovered without a costly and lengthy

general rate case. The water sample is heavily weighted with utilities doing
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business in California. American States, California Water, and SJW Corp. are

based in California and receive the bulk of revenues from utility service in that

state. These utilities face less regulatory risk because the California Public

Utilities Commission allows the use of future test years and balancing accounts for

expenses such as purchased water and power. Aqua America, the largest water

utility in the group, has operations in more than 10 states. As a result, Aqua

America's systems are regulated by different state commissions and are less

affected by unfavorable decisions and policies of a particular regulatory

commission.

Q- PLEASE PROVIDE A GENERAL DESCRIPTION OF THE WATER

UTILITIES IN YOUR SAMPLE.
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Schedule D-4.1 lists the operating revenues and net plant for the six water utilities

as reported by AUS Utility Reports (formerly C.A. Turner Utility Reports) and

H20. In addition, below is a general description of each of the companies:

(1) American States Water primarily serves the California market

through Southern California Water Company, which provides water

services to over l million people within 75 communities in 10

counties in the State of California, primarily in Los Angeles, San

Bernardino, and Oranges counties. It has one subsidiary serving the

Arizona market with approximately 13,000 customers in Fountain

Hills and Scottsdale. Approximately 91 percent of American States

revenues were derived from Southern California Water. Revenues

for American States were over $268 million in 2006 and net plant

was over $750 million at the end of 2006.

18



(2)

(3)

(4)

(5)

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

13

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

(6)

Aqua America owns regulated utilities in Pennsylvania, Ohio, North

Carolina, Illinois, Texas, New Jersey, Florida, Indiana, Maine,

Missouri, New York, and South Carolina, serving over 927,000

customers at the end of 2006. Revenues for Aqua America were

over $533 million in 2006 and net plant was over $2.5 billion at the

end of 2006.

California Water Service Group owns subsidiaries in California,

New Mexico, Washington, and Hawaii serving over 480,000

customers. The California operations account for over 95 percent of

customers and over 96 percent of operating revenues. Revenues for

California Water were over $334 million in 2006 and net plant was

over $941 million at the end of2006.

Connecticut Water Services owns subsidiaries in Connecticut and

Massachusetts serving over 87,000 customers. Revenues for

Connecticut Water Service were over $46 million in 2006 and net

plant was over $263 million at the end of 2006.

Middlesex Water owns subsidiaries in New Jersey and Delaware

serving over 84,000 customers and provides water service under

contract to municipalities in central New Jersey to a population of

over 267,000. Revenues for Middlesex Water were over $81 million

in 2006 and net plant was over $310 million at the end of 2006.

SJW Corp. owns San Jose Water, which provides water service in a

138 square mile area in San Jose, California, and surrounding

communities. Revenues for SJW Corp were over$189 million in

2006 and net plant was over $506 million at the end of 2006.
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Q. HOW DOES H20 COMPARE TO THE SAMPLE WATER UTILITES?

At the end of the test year, H20 had approximately 6,400 water utility customers.

Its revenues totaled approximately $3.1 million, and its net plant was

approximately $1 l .8 million. And H20 is not diversified. Compared to the

publicly traded water utility companies, H20 has a relatively small service

territory and no alternative sources of revenue.

Q. BASED ON WHAT YOU HAVE JUST STATED, IT DOESN'T APPEAR

THAT H20 IS ACTUALLY COMPARABLE TO THE SAMPLE WATER

UTILITIES.

For the reasons I have stated, a good argument could be made that H20 is not

comparable to the six publicly traded water utilities in the same group.

Unfortunately, as I testified, the approaches commonly used to estimate a utility's

cost of equity require market data, which is not available for smaller companies,

like H20. As a result, much larger, public companies must be used as proxies.

This is an important factor to keep in mind, because the criteria established by the

Supreme Court in decisions such as Bluefela' Water Works require the use of

comparable companies, i.e., companies that would be viewed by investors as

having similar risks. A rational investor would not regard H20 has having the

same level of risk as Aqua America or even Connecticut Water. Consequently,

the results produced by the DCF and CAPM methodologies, utilizing data for the

sample utilities, likely understate the cost of equity for H20.
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Q- YOU PREVIOUSLY DISCUSSED FINANCIAL RISK, WHICH IS

RELATED TO A FIRM'S CAPITAL STRUCTURE. HOW DO THE

CAPITAL STRUCTURES OF THE SAMPLE WATER UTILITIES

COMPARE TO HZO?
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Schedule D-4.2 shows the capital structure of H20 contains 2.8 percent debt and

97.2 percent equity compared to the average of the water utility sample of 46.4

percent debt and 53.6 percent equity. Having less debt in its capital structure

implies less financial risk than the water utility sample, which may offset the other

factors that make H20 more risky than the sample group.
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Q-

B. Current Stocks Prices and Their Effect on Estimating the Cost of

Equity

DO YOU HAVE ANY GENERAL CONCERNS WITH THE DATA

AVILABLE TO MAKE COST OF EQUITY ESTIMATES FOR THE

WATER UTILITIES?

Yes. Schedule D-4.3 shows that common stock prices have increased significantly

during the past five years, and those increases have exceeded the average annual

increases in dividends per share ("DPS"), earnings per share ("EPS") and book

value per share. As a result, the current market-to-book ratio for the sample water

utilities is approximately 2.5. Value Line (January 2004) suggested that part of the

reason for increases in the stock prices is consolidation in the water utility

industry. In January 2004, Value Line advised investors to expect stock prices

from an acquisition to be as much as four times book value. Value Line (April

2007) continued to advise investors to expect mergers and acquisitions. Value

Line (January 2008) notes that mergers and acquisition activity remains at a

relatively high pace.

Irrespective of investor merger and acquisition expectations, stock price

growth has exceeded book growth and both stock price growth, and book growth

have exceeded dividends and earnings growth. Schedule D-4.4 shows that

common stock prices have had annual price increases during the past 10 years that
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have exceeded the annual increases in dividends per share, earnings per share, and

book value per share. The market-to-book ratios of most publicly traded utilities,

including the sample water utilities, have been well above 1.0 for a number of

years, and there is no reason to expect those ratios to significantly change in the

future, given continuing increases in the stock markets and overall economic

conditions.

Q- WHAT IMPLICATIONS DOES THIS HAVE FOR ESTIMATING THE

COST OF EQUITY USING THE SAMPLE WATER UTILITIES?

If investors have bid up prices for utility stocks in anticipation of a merger or

acquisition, the stock prices will reflect the investor's expected premium at

acquisition. This distorts the results produced by the DCF model by

underestimating dividend yield, lowering the indicated equity cost.

Alternatively, investors may have bid up the prices for the water utility

stocks because they expect increases in earnings and dividends in the future. In

other words, investors expect the water utilities to be authorized, and to actually

earn higher returns on equity. Value Line (April 2007), for example, advised

investors that the extremely consumer-conscious regulatory environments of the

past several years and the corresponding delayed rate relief and unfavorable

decisions appear to be at an end, especially in California. The April 2007 Value

Line Water Utility Industry report states:
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The [California Public Utilities Commission] is currently reviewing
a general rate case petitioning for a water revenue adjustment
mechanism ("RAM"), which would allow recovery of revenues
when actual sales are lower than adopted sales assumed in a general
rate case. This would remove volatility due to weather conditions
and provide some revenue stability going forward.
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This is good news for both the utility companies and investors. This positive news

continues to be noted in the January 2008Value Line. There is no doubt investor

expectations are influenced by events such as these.

Q.

C. Overview of the DCF and CAPM Methodologies

PLEASE EXPLAIN THE GENER.AL APPROACHES TO ESTIMATING

THE COST OF CAPITAL.
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There two broad approaches :

1) identify comparable-risk sample companies and estimate the cost of

capital directly, and,

find the location of the CML and estimate the relative risk of the

company that jointly determines the cost of capital.

The DCF model is an example of a method falling into the first general

approach. It is a direct method, but uses only a subset of the total capital market

evidence. The DCF model rests on the premise that the Hlndamental value of an

asset (stock) is its ability to generate future cash flows to the owner of that asset

(stock). I will explain the DCF model in more detail later. For now, the DCF is

simply the sum of a stock's expected dividend yield and the expected long-term

growth rate. Dividend yields are readily available, but long-term growth estimates

are more difficult to obtain.

The CAPM is an example of a method falling into the second general

approach. It uses information on all securities rather than a small subset. I will

explain the CAPM in more detail later. For now, the CAPM is a risk-return

relationship, often depicted graphically as the CML. The CAPM is the sum of a

risk-free return and a risk premium.

2)
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Each of these two methods has their own way of measuring investor

expectations. In the final analysis, cost of equity estimates are subjective and

should be based on sound, informed judgment. I have applied several versions of

the DCF, as well as two versions of the CAPM that I believe brackets the fair cost

of equity capital for HZO, without taking into account the additional risks that

H20 possesses.

Q~

D. Explanation of the DCF Model and Its Inputs

PLEASE EXPLAIN THE DCF METHOD OF ESTIMATING THE COST

OF EQUITY.

The DCF model is based on the concept that the current price of a share of stock is

equal to the present value of future cash flows from the purchase of the stock. In

other words, the DCF model is an attempt to replicate the market valuation process

that sets the price investors are willing to pay for a share of a company's stock. It

rests on the assumption that investors rely on the expected returns (i.e., cash flow

they expect to receive) to set the price of a security. The DCF model in its most

general form is :

(1) PT = CF]/(l+k) + CF2/(1+k)2 + + CF,,/(l+k)"

where k is the cost of equity, n is a very large number, P0 is the current stock

price, and, CFI, CF2,...CFn are all the expected future cash flows expected to be

received in periods 1, 2, n.

Equation (1) can be written to show that the current price (PO) is also equal
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to

(2) P0 = CFI/(1+k) + c122/(1+k)2 + + Pt/(1+k)'

where Pt is the price expected to be received at the end of the period t. If the

future price (Pt) included a premium (an expected increase in the stock price or
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capital gain), the price the investor would pay today in anticipation of receiving

that premium would increase. In other words, by estimating the cash Hows from

the purchase of a stock in the form of dividends and capital gains, we can calculate

the investor's required rate of return, i.e., the rate of return an investor

presumptively used in bidding the current price to the stock (P0) to its current

level.

Equation (2) is a Market Price version of the DCF model. As with the

general form of the DCF model in equation (1), in the Market Price approach the

current stock price (PO) is the present value of the expected cash inflows. The cash

Hows are comprised of dividends and the final selling price of the stock. The

estimated cost of equity (k) is the rate of return investors expect if they bought the

stock at today's price, held the stock and received dividends through the transition

period, and then sold it for price (Pt).

Q- CAN YOU PROVIDE AN EXAMPLE TO ILLUSTRATE THE MARKET

PRICE VERSION OF THE DCF MODEL?
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Yes. Assume an investor buys a share of common stock for $40. If the expected

dividend during the coming year is $2.00, then the expected dividend yield is 5

percent ($2.00/$40 = 5.0 percent). If the stock price is also expected to increase to

$43.00 after one year, this $3.00 expected gain adds an additional 7.5 percent to

the expected total rate of return ($3.00/$40 = 7 .5 percent). Thus, the investor

buying the stock at $40 per share, expects a total return of 12.5 percent (5 percent

dividend yield plus 7.5 percent price appreciation). The total return of 12.5

percent is the appropriate measure of the cost of capital because this is the rate of

return that caused the investor to commit $40 of his capital by purchasing the

stock.
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I have provided a Market Price DCF model in Exhibit 1 to illustrate the

Market Price DCF model approach further. The model computes the implied rate

of return from a stream of cash flows. The first cash flow is negative and is the

purchase price of the stock. I used the spot price at February 25, 2008, as reported

by Yahoo Finance as the initial purchase price. The next series of cash flows are

the expected dividends for the next four years. The final cash flow is the dividend

in year 5 plus the expected selling price of the stock. The selling price of the stock

is based on the historical 5-year average annual price growth for each of the

stocks. The average implied rate of return is 12.7 percent.

Q- HOW DOES THE RESULT OF YOUR MARKET PRICE DCF COMPARE

TO THE HISTORICAL COMPOUND ANNUAL MARKET RETURNS

FOR THE WATER UTILITY SAMPLE?

As shown in Exhibit 2, the average 5-year historical compound annual total

market return for the water utility sample is over 15 percent. Despite the fact that

the historical 5-year total market returns as well as the market price DCF indicate

returns in the range of 13 to 15 percent, I do not rely on this method. I have

instead used it to evaluate the reasonableness of the results produced by the other

versions of my DCF model.
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Q- PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE DCF

MODEL.

Under the assumption that future cash flows are expected to grow at a constant

rate ("g"), equation (1) can be solved for k and rearranged into the simple form:

(3) k = CF 1/P0 + 8

where CF1/P0 is the expected dividend yield and g is the expected long term

dividend (price) growth rate ("g"). The expected dividend yield is computed as
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the ratio of next period's expected dividend ("CF1") divided by the current stock

price ("P0°°). This form of the DCF model is known as the constant growth DCF

model and recognizes that investors expect to receive a portion of their total return

in the form of current dividends and the remainder through future dividends and

capital (price) appreciation. A key assumption of this form of the model is that

investors expect that same rate of return (k) every year and that market price

grows at the same rate as dividends. This has not been historically true for the

water utility sample, as shown by the data shown in Schedules D-4.3 and D-4.4.

As a result, estimates of long-term growth rates (g) should take this into account.

Q- HOW IS THE FORMULA FOR THE MULTI-STAGE DCF MODEL

DERIVED?

Under the multi-stage growth DCF model, equation (1) is expanded to incorporate

two or more growth rate periods and is written as :

<4) PT = cF0(1+g1y<1+1<) + + CF0(1+82)"/(1+k)" + cp0(1+g.)"*W1<-8.)

where 81: 82: etc., represent growth rates for periods 1, 2, etc., and gt represents the

growth rate from period t to infinity. This version of the DCF model assumes that

cash flow growth will occur at different rates for one or more periods and

ultimately reach a terminal growth stage that continues indefinitely.

Q- ARE THERE ANY GENERAL CONCERNS ABOUT APPLYING THE

DCF MODEL TO UTILITY STOCKS?
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There are a number of reasons why caution must be used when applying the DCF

model to utility stocks. First, as I have already discussed, the stock price and

dividend yield component may be unduly influenced by structural changes such as

mergers and acquisitions, which influences investor expectations. Second, the

DCF model is based on a number of assumptions which may not be realistic given
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the current capital market environment. The traditional DCF model assumes that

the stock price, book value, dividends, and earnings all grow at the same rate.

This has not been historically true for the sample water utility companies. Third,

the application of the DCF model produces estimates of the cost of equity that are

consistent with investor expectations only when the market price of a stock and

the stock's book value are approximately the same. The DCF model will

understate the cost of equity when the market-to-book ratio exceeds 1.0 and

conversely will overstate the cost of equity when the market-to-book ratio is less

than 1.0. The reason for this is that the market-derived return produced by the

DCF is often applied to book value rate base by regulators. Fourth, the

assumption of a constant growth rate may be unrealistic, and there may be

difficulty in finding an adequate proxy for the growth rate. Historical growth rates

can be downward biased as a result of the impact of acquisitions, mergers,

unfavorable regulatory decisions, and even abnormal weather patterns.

Q- LET'S TURN TO THE SPECIFIC INPUTS USED IN YOUR DCF

MODELS. WHAT DATA HAVE YOU USED TO COMPUTE THE

DIVIDEND YIELD (CF1/P0) IN YOUR MODELS?

I used the spot price for each of stocks of the water utilities in the sample group on

February 25, 2007 as reported by Yahoo Finance. The dividend is the expected

2008 dividend.
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Q. EARLIER YOU TESTIFIED THAT STOCK PRICES HAVE BEEN

INCREASING DUE TO STRUCTURAL CHANGES SUCH AS

POTENTIAL MERGERS AND ACQUISITIONS. How DOES THIS

IMPACT THE DIVIDEND YIELD?
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The DCF model results will be negatively biased because the dividend yield

(CF1/P0) is reduced by virtue of having a larger denominator, the stock price (P0).

This impact is not by itself problematic because the DCF model is intended to take

into account changes in the stock price (upward or downward). Investors may

have bid up the price of the stocks of the water utilities in the sample group

because they expect increased growth in earnings and, as a result, increased

dividend growth and appreciation in the price of the stock. However, if stock

prices have been bid up in anticipation of a merger or an acquisition, then the DCF

model estimate will not reflect true market conditions and understate the cost of

equity.

Q- WHAT MEASURES OF GROWTH ("g") HAVE YOU USED?
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Shave used earnings growth forecasts, where available, from three different,

widely-followed sources: Zack 's Investment Research, Standard & Poor Earnings

Guide, and Value Line Investment Survey. Schedule D-4.6 reflects estimates of

earnings growth. The currently available estimates from these three sources

provide at least two estimates for each of the sample water utility companies.

There are three estimates for the majority of the companies.

I have also used forecasts of book returns, retention ratios, and growth in

the number of common shares from Value Line to determine sustainable growth

estimates, which I describe in more detail below. Schedules D-4.7 and D-4.8

show my calculations of sustainable growth.

For the multi-stage DCF, I employed a two-stage model with short-term

and long-term growth rates. Fused analysts' forecasts of EPS growth for the near

term and average long-term GDP growth for the long-term.
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Q. DID YOU USE THE ARITHMETIC MEAN OR THE GEOMETRIC MEAN

FOR GDP GROWTH?

The arithmetic mean. It is well established that if the cost of capital is estimated

from historical data, an arithmetic average should be used. Dr. Morin, in his text

on regulatory finance, provides a detailed explanation of why this is the case,

citing various authorities, including Professors Brealey, Myers and Allen, authors

of the leading graduate textbook on corporate finance.4

Q- WHY DID YOU USE FORECASTED GROWTH RATES IN YOUR

MODELS?

The DCF model requires estimates of growth that investors expect in the future.

Accordingly, I used analysts' forecasts of growth. Logically, in estimating future

growth, financial institutions and analysts have taken into account all relevant

historical information on a company as well as other more recent information.5 To

the extent that past results provide useful indications of future growth prospects,

analysts' forecasts would already incorporate that infonnation. In addition, a

stock's current price reflects known historic information on that company,

including its past earnings history. Any further recognition of the past will double

count what has already occurred. Therefore, forward-looking growth rates should

be used. ,

Q- HAVE YOU COMPARED THE ANALYSTS' ESTIMATES OF GROWTH

WITH HISTORICAL DATA?

Yes. As shown in Exhibit 3, the average 5-year historical compound annual

capital (price) appreciation is 12.27 percent. The average 10-year historical
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4 Roger A. Morin,New Regulatory Finance (2006) 133-43.

5 David A. Gordon, Myron J. Gordon and Lawrence I Gould, "Choice Among Methods
of Estimating Share Yield,"Journal ofPorzfolio Management (Spring 1989) 50-55.
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compound annual capital (price) appreciation is 11.28 percent. This is

significantly higher than the average of the analysts' estimates of growth, 8.10

percent. While historical returns do not necessarily reflect what will occur in the

future, the analysts' estimates of EPS growth are significantly less than the

historical capital appreciation and the historical total returns. Thus, I believe using

the analysts' estimates of EPS growth for the growth rate in the DCF model is

conservative.

Q- WHY DIDN'T YOU USE FORECASTS OF DIVIDEND GROWTH?

The average annual forecast of DPS growth is extremely low. When forecasted

dividend growth is used in the DCF model, it produces a cost of equity below the

cost of debt for two of the three sample water utility companies for which a

forecasted growth rate is available. Only one cost of equity estimate is above the

cost of debt (Baa bonds). This single estimate for Aqua America is 12.0 percent.

Q- HAVE YOU PERFORMED CONSTANT GROWTH DCF ESTIMATES

USING ANALYSTS' ESTIMATES OF DPS GROWTH?

Yes. Exhibit 4, attached hereto, reflect constant growth DCF results using

analysts' estimates of DPS growth. While the average result is 7.5 percent, two of

the three estimates are well below the current yield on an investment grade bond

(7.0 percent) - one as low as 4.3 percent.

Q- HAVE YOU PREPARED CONSTANT GROWTH DCF MODELS USING

HISTORICAL DPS AND EPS GROWTH RATES?
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Yes. Exhibit 5, attached hereto, reflects constant growth DCF results using five-

year historical annual growth rates for DPS. The DCF results using five-year

historical annual growth rates using historical DPS growth is 6.6 percent - below
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the cost of debt. Four of the six estimates are significantly below the cost of debt,

with the lowest being only 4.3 percent.

Exhibit 6, attached hereto, reflects constant growth DCF results using tive-

year historical annual growth rates for DPS. The DCF result using five-year

historical annual EPS growth rates is 8.4 percent. Two of the six estimates are less

than the cost of debt -- one as low as 4.6 percent.

Q. WHY HAVEN'T YOU INCLUDED ANALYSTS' FORECASTS OF DPS

GROWTH AND HISTORICAL DPS GROWTH IN YOUR DCF

ESTIMATE OF GROWTH?
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Using analysts' forecasts of DPS growth and historical DPS growth results in

returns which are unrealistic. It is important to keep in mind that there is a great

deal of empirical evidence demonstrating that, on average, stocks are riskier than

bonds and achieve higher returns. Morningstar (formerly Ibbotson Associates),

for example, annually publishes its comprehensive study of historical returns on

stocks and bonds.6

Putting aside the potential distortions to the result produced by the DCF

model caused by structural changes to the industry and abnormal weather

conditions, it does not make sense to employ grow rates that result in indicated

equity returns less than the cost of debt, especially when those results fly in the

face of a large body of empirical evidence. Investors would not bid up the price of

a utility stock if the expected return is equivalent to returns on bonds and other

debt investments. As the CML depicted previously illustrates, common stocks are

higher and to the right of investment grade bonds on the CML continuum because

they are riskier investments. Again, the empirical evidence supports this

6 Morningstar,SBBI Valuation Edition 2006 Yearbook.
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conclusion. The results using the analysts' expectations of DPS growth and

historical DPS growth are unreasonable.

Q- YOU MENTIONED SUSTAINABLE GROWTH EARLIER. PLEASE

EXPLAIN WHAT SUSTAINABLE GROWTH IS?

Sustainable growth is derived by combining the expected growth from future

retained earnings and expected future growth from sales of common stock. The

growth rate (g) becomes :

(5) g = be + sv

where b is the expected retention ratio, r is the expected return on common equity,

s is the funds raised from the sale of stock as a fraction of existing common equity,

and v is the fraction of funds raised from the sale of stock that accrues to

shareholders .

Q. HOW DID YOU ESTIMATE GROWTH?

Q- HOW DID YOU ESTIMATE GROWTH?
44 77
s

a i r "

I used projected rates of return, dividends per share, and earnings per share

reported in Value Line to estimate "br" growth.

ask"

I used Value Line's projections of new issues of common stock to estimate and

reported books values and the spot price to estimate "v". All of the water utility

stocks used in my sample are currently selling at prices above book value and thus

have "sv" growth.

*
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Q- HOW DO YOUR ESTIMATES FOR SUSTAINABLE GROWTH

COMPARE TO THE HISTORICAL COMPOUND ANNUAL CAPITAL

APPRECIATION RETURN?

The average sustainable growth for the utility sample as shown in Schedule D-4.7

is 5.97 percent, which is lower than the average 5-year and 10-year historical
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compound annual capital appreciation return of 12.27 percent and 11.28 percent,

respectively.

Q-

E. Explanation of the CAPM and Its Inputs

PLEASE EXPLAIN THE CAPM METHODOLOGY FOR ESTIMATING

THE COST OF EQUITY.

As I already indicated, the CAPM is a type of risk premium methodology that is

often depicted graphically in a form identical to the CML. Put simply, the CAPM

formula is the sum of a risk-free rate plus a risk premium. It quantities the

additional return required by investors for bearing incremental risk. The risk-free

rate is the reward for postponing consumption by investing in the market. The risk

premium is the additional return compensation for assuming risk.

The CAPM formula provides a formal risk-return relationship premised on

the idea that only market risk matters, as measure by beta. The CAPM formula is:

( 6 )  k Z Rf l3(Rm-Rf)

where k is the expected return, Rf is the risk-free rate, Rm is the market return, (Rf-

Rm) is the market risk premium, and B is beta.

The difficulty with the CAPM is that it is a prospective or forward-looking

model while most of the capital market data required to match the input variables

above is historical.
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Q- WHAT IS THE RISK-FREE RATE?

It is the return on an investment with no risk. U.S. Treasury rate serve as the basis

for the risk-free rate because the yields are directly observable in the market and

are backed by the U.S. government. Practically speaking, short-term rates are

volatile, fluctuate widely and are subject to more random disturbances than long-

term rates. In short, long-term Treasury rates are preferred for these reasons and
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because long-term rates are more appropriately matched to securities with an

indefinite life or long-term investment horizon.

Q- WHAT IS BETA AND WHAT DOES IT MEASURE?

Beta is measure of the relative risk of a security and the market. In other words, it

is a measure of the sensitivity of a security to the market as a whole. This

sensitivity is also known as systematic risk. It is estimated by regressing a

security's excess returns against a market portfolio's excess returns. The slope of

the regression line is the beta.

Beta for the market is 1.0. A security with a beta greater than 1.0 is

considered riskier than the market. A security with a beta less than 1.0 is

considered less risky than the market.

There are computational problems surrounding beta. It depends on the

return data, the time period used, its duration, the choice of the market index, and

whether annual, monthly, or weekly return figures are used. Betas are estimated

with error. Based on empirical evidence, high betas will tend to have a positive

error (risk is overestimated) and low betas will have a negative error (risk is

underestimated).7

Q- WHAT DID YOU USE AS THE PROXY OF THE BETA FOR H20?

1

2

3

4 A .

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19 A .

20

21

22

23

24

25

I used the average beta of the sample water utility companies. Betas were

obtained from Value Line Analyzer data (February 2008). Value Line is the

source for estimated betas that Staff has used in a number of recent rate cases.

The average beta as shown on Schedule D-4.12 is 0.98. In the past few years, beta

for the sample water utility companies has increased significantly, indicating an

7 Eugene F. Fame and Kenneth R. French, "The Capital Asset  Pricing Model: Theory
and Evidence," Journal of Economic Perspectives (Summer 2004) 25-46.
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upward trend. I should note that because H20 is not publicly traded, H20 has no

beta. I believe that H20, if it were publicly traded, would have a higher beta than

the sample water utility companies .

1

2

3

4

5 A.

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Q- PLEASE EXPLAIN THE MARKET RISK PREMIUM?

24

25

The market-risk premium (Rm-Rf) is the return an investor expects to receive as

compensation for market risk. It is the expected market return minus the risk-free

rate. Approaches for estimating the market risk premium can be historical or

prospective.

Since expected returns are not directly observable, historical realized

returns are often used as a proxy for expected returns on the basis that the

historical market risk premium follows what is known in statistics as a "random

walk." If the historical risk premium does follow the random walk, then one

should expect the risk premium to remain at its historical mean. Based on this

argument, the best estimate of the future market risk premium is the historical

mean. Morningstar'sSBB] Valuation Edition 2007 Yearbook provides historical

market returns for various asset classes from 1926 to the present. This publication

also provides market risk premiums over U.S. Treasury bonds, which make it an

excellent source for historical market risk premiums.

Prospective market risk premium estimation approach necessarily

examining the returns expected from common equities and bonds. They can be

extremely volatile, especially when examining very short periods of time. When

such methods shown to be volatile, they should be avoided. One method employs

applying the DCF model to a representative market index such as the S&P 500

index or the Value Line Composite Index. The expected return from the DCF is

measured for a number of periods of time, and then subtracted from the prevailing
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risk-free rate for each period to arrive at market risk premium for each period.

The market risk premium subsequently employed in the CAPM is the average

market risk premium of the overall period.

Q- HOW MANY MARKET RISK PREMIUM ESTIMATES DID YOU

PREPARE IN CGNNECTION WITH YOUR ASSIGNMENT FOR HZO?

I prepared two market risk premium estimates: An historical market risk premium

and a current market risk premium.

Q- HOW DID YOU ESTIMATE THE HISTORICAL MARKET RISK

PREMIUM?

I used the Morningstar's S881 Valuation Edition 2007 Yearbook measure of the

average premium of the market over intermediate-term treasury securities from

1926 through 2007 . The average historical market risk premium over

intermediate-term treasury securities is 7.5 percent.

Q. HOW DID YOU ESTIMATE THE CURRENT MARKET RISK

PREMIUM?

1

2

3

4

5

6 A.

7

8

9

10 A.

11

12

13

14

15

16 A.

17

18

19

20

21

22

23

24

25

I derived a market risk premium by, first, using the DCF model to compute an

expected market return for each of the past 12 months (March 2007 to February

2008) using Value Line 's prob sections of the average dividend yield and average

price appreciation (growth) on the Value Line 1700 stocks. I then subtracted the

average 30-year Treasury yield for each month from the expected market returns

to arrive at the expected market risk premiums. Finally, I averaged the computed

market risk premiums to determine the current market risk premium. The data and

computations are shown on Schedule D-4. 13. The average market risk premium is

8.92 percent.
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Q. WHY DID YOU USE THE 30-YEAR TREASURY AS OPPOSED TO THE

s, 7, OR EVEN 10 YEAR TREASURIES IN COMPUTING YOUR

EXPECTED MARKET RISK PREMIUMS?

To properly match the risk-free rate (based the 30-year Treasury rate) with the

expected market risk premium I used in the current market risk premium CAPM.

Q-

F. The Results of the DCF and CAPM Models, and Recommended ROE

for H20

PLEASE DISCUSS YOUR ANALYSIS OF THE COST OF EQUITY FOR

H20.

In the first part of my analysis, I applied two versions of the constant growth DCF

and a two-stage DCF models to the six water utilities in the sample group. The

DCF analyses appear on Schedules D-4.9, D-4.10, and D-4.11. The DCF models

produce an indicated equity cost in the range of 9.2 percent to l 1.2 percent.

In the second part of my analysis, I applied two versions of the CAPM - an

historical risk premium CAPM and a current market risk premium CAPM. The

CAPM analyses appear on Schedule D-4.13 and produce an indicated cost of

equity in the range of 10.8 percent to 13.4 percent.

PLEASE SUMMARIZE YOUR RESULTS.

The following table summarizes the results of the models I have used:

Midpoint

11.1%

9.0%

10.7%

Range

DCF Constant Growth (earnings growth) 10.2% - 11.9%

DCF Constant Growth (sustainable growth) 7.4% - 10.6%

Two-Stage Growth Model 10.0% - 11.3%

9.2% -11.3%DCF Average Results 10.2%

1

2

3

4 A.

5

6

7

8

9

10 A.

11

12

13

14

15

16

17

18

19 A.

20

21

22

23

24

25 CAPM Historical MRP 10.8%
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CAPM Current MRP 13.4%

Average CAPM Results

Average Overall Results

10.8%-13.4% 12.1%

10.0%-12.3% 11.2%

Based on the DCF and CAPM results, and with consideration of current

market, industry, and other factors relevant to smaller utilities like HZO, I believe

a return on equity of 10.5 percent is conservative. While H20 has lower financial

risk due to a low percentage of debt it its capital structure, the lower financial risk

is somewhat offset by its smaller size and higher business and operational risks

compared to the sample publicly traded water utilities. At 10.5 percent, my

recommended cost of equity is in the lower end of the range of the estimates

produced by the DCF and CAPM models -. 60 basis points less than the mid-point

of the range of estimates. My recommendation represents a reasonable balance

between the economic forecasts of interest rates during the period in which rates

will be in effect, the reduced equity costs obtained from low dividend yields using

the DCF model, and my judgment about H20's lower financial risks and the

additional business risks not captured by the market models for utility companies

like H20.

Q. DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19 A.

20

21

22

23

24

25

Yes.
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1

2

3

4

Richard L. Sallquist
SALLQUIST, DRUMMOND & O'CONNOR, P.C.
4500 S. Lakeshore Drive, Suite 339
Tempe, Arizona 85282
Telephone: (480) 839-5202
Fax: (480) 345-0412
Attorneys for H20, Inc.

5 BEFORE THE ARIZONA CORPORATION COMMISSION

6

7 DOCKET no. W-02234A-07-0557

8 RESPONSE TO LETTER OF
DEFICIENCY

9

10

11

IN THE MATTER OF THE
APPLICATION OF HZO, INC., AN
ARIZONA CORPORATION, FOR A
DETERMInATION OF THE
CURRENT FAIR VALUE OF ITS
UTILITY PROPERTY AND FOR AN
INCREASE IN ITS WATER RATES
AND CHARGES FOR UTILITY
SERVICES

)
)
)
)
)
)
)
)
)

12

13

14

H20, Inc., ("H20" or the "Company"), by and through the undersigned counsel, hereby

submits its response to the Staff" s Letter of Deficiency dated November 2, 2007, a copy of which

is attached hereto. The Responses M11 be provided without restating the Deficiency:

15 1. Please see Attachment 1 hereto.

16 2. Please see Attachment 2 hereto.

17 3. Please see Attachment 3 hereto.

18 4. Please see Attachment 4 hereto.

19 5. The irrigation customers listed on the H-2 Schedule and elsewhere in the H Schedules
are landscape irrigation customers and use potable water.

20

21

22

23

24

6.  In order  to begin service to development  within H20's  CCN area  lying west  of
Rittenhouse Road and South of Chandler Heights Road (N % Section 25 and a part of
the NW %, NW %, Section 26) which consisted as a  17-lot development in 1999
making it inequitable to install the approximate 2-miles of transmission main and Rail
Road crossing, Queen Creek Water Company agreed to provide temporary supply to
H20's on-site distr ibution system within the Cloud Creek Ranch subdivision from
it's adj cent distribution system in Cloud Road. Subsequent to that event, H20 began
service to the 75-lot  Villages ll subdivision with supply from QCWC. H2 0  in

43032.00000.285

EXHIBIT E



1

2

3

cooperation with William Lyon Homes is planning the Church Farm development
and has tiled plans Mth Maricopa County for approval to construct a permanent
connection from H20's distribution system east of the Rail Road/Rittenhouse Rd.
connecting to H20's Maricopa County System #04-904. When this is completed
later this year, H20 will no longer need to purchase water from QCWC

4 Please see Attachment 6 hereto, Decision No. 60241 which approved the Agreement.
Also attached is the Addendum to the Agreement.

5

7. The Arsenic Results are as follows:
6

7

POE-001 (Well #4)
POE-002 (Castlegate Well)
POE-003 (Pecan Creek North)
Please see attached Attachment 7.

0.003
<0.002

0.003

8

9 8. Please see the summary Schedule and Invoices appended hereto as Attachment 8.

10

11

9. The Curtailment Tariff, incorporating Staffs recommendations, was docketed on July
5, 2007, and is attached hereto as Attachment 9. The Cross-Control Connection
Tariff, approved May 26,1994, is also attached.

12 10. Schedule H-3, page 5 is included in the Revised Schedules filed herewith.

13

14

15

Respectfully submitted this \ ' B day of May, 2008.

SALLQUIST, DRUMMOND & O'CONNOR, P.C.

16

L~l
17

18

19

By
Richard L. Sallquist
4500 S. Lakeshore Drive, Suite 339
Tempe, AZ 85282
Attorneys for HZO, Inc.

20

21

22

23

24

43032.00000.286
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Mr. Richard L. Sallquist
Sallquist, Drummond & O'Conner, P.C.
4500 South Lakeshore Drive, Suite 339
Tempe, Arizona 85282

HZO, INC. - APPLICATION FOR A RATE DECREASE, DOCKET NO. W-02234A-07-055

LETTER OF DEFICIENCY

Dear Mr. Sallquist:

In reference to your rate application received on October l, 2007, this letter is to inform you that
your application has not met the sufficiency requirements as outlined in Arizona Administrative Code
R14-2-103.

Staff has found several deficiencies with your application, which are listed on a separate
attachment. The 30-day sufficiency determination period will begin anew when the Company corrects
the deficiencies and Docket Control receives an original and sixteen copies of the corrected pages.

You have 15 calendar days, or until November 15, 2007, to correct the deficiencies or make other
arrangements with Staff to remedy your rate application. If the corrections or other arrangements are not
made by the above date, Staff will request your docket number be administratively closed. Docket
Control will retain one copy of the original application for Commission records. You may file an original
and sixteen copies of an updated application at a later date.

The Staff person assigned to your application is Brendan C. Aladi. He can be reached at (602)
542-0785, or toll free at (800) 222-7000, if you have any questions or concerns.

Sincerely s

Assistant Director/Acting Chief Accountant
F`1nancia1 & Regulatory Analysis Section
Utilities Division

EAA,BCA:red

CC: Docket Control Center (sixteen copies)
Lyn Farmer, Hearing Division
Delbert Smith, Engineering
Consumer Services
Legal Division

RE:

1200 WEST WASHINGTON STREET, PHOENIX, ARIZONA 85007-2927 I400 WEST CONGRESS STREET, TUCSON, ARIZONA 85701-1347
www.azcc.c1ov



H20, INC
RATES APPLICATION

DOCKET No. W-02234A-07-0557

LIST OF DEFICIENCIES

The application does not contain statements from the county for the property tax
expenses incurred during the test year.

Application does not contain a copy of the ADEQ Compliance Report for H20 water
system and Queen Creek water system.

The application does not contain an inventory of the major plant in service during the test
year -Water Company Plant Description (three pages) found on ACC's website at
www.azcc.gov/div§ions/utilities/fonns.

The application does not contain Water Use Data Sheet (one page) found on ACC's
website at www.azcc.,iov/divisions/utilities/forms.

The application/Schedule H~2 lists irrigation customers. State if irrigation customers
using water from potable water wells. Unless these customers using water from potable
water wells, the Company should report them separately from potable water customers in
the Water Use Data Sheet.

The application/ Schedule E-2 indicate Purchased Water.
a). Please explain the need for purchase.

b). Please provide a copy of the water service agreement between H20 and
Creek Water Co.

Queen

The application does not contain most recent lab analyses for the arsenic levels for each
well in serviceduring the test year.

The application does not provide a breakdown for water testing expenses for the H20
water system during the test year.
a). State what is the water testing cost (per each test) and number of tests per year for

Lead & Copper, Total Colifonn, Nitrate and Disinfection/Disinfection By-Product
and other required tests for the water system.

bl. Provide invoices related to testing for above referenced water system.

If it has not been previously tiled, the application should include a copy of the proposed
curtailment tariff and cross connection/backflow tariff. Suggested formats can be found
on ACC's website at www.azcc.gov/divisions/utilities/fomis.

4.

3.

2.

5.

6.

7.

1.

8.

9.

10. Staff did not find Schedule H-3, Page 5 in the application.
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H20, INC.
OPERATINGACCOUNT

41502 NORTH SCHNEPF ROAD
QUEEN CREEK. AZB5242

Home NATIONAL BANK
88-294/1 (231

5366

413/2006

PAY TO THE
ORDER GF

PINAL count TREASURER "29 979 58

Twenty-Nira Thousand Nine Hundred Seventy-Nine and 58/1oogta--asnrusnhn»¢n~vvvwlv:lul-a»¢»a4r\l~¢alunlvlnnnl¢4»~»DoLLAHs

PINAL COUNTY TREASURER
p.o. BOX 729
FLORENCE, AZ 85232-0729

COPY NDT NEGOTIABLE
2nd half of 2005

w o o s a a a m F: LU 3 LO am. ll: R D D E S E E Y M

H20. INC. I OPERATING AC¢OUNT
5385

PINAL COUNW TREASURER
Date Type Reference
101139005 Blip :areal 908-44-404C4

Original AmL
29.979 58

4/3/2008
Balance Due Discount

29,979.58
Check Amount

Payment
29,979 58
29 979.58

OPERATING PCCOU 21\d half of 2005 29,979.58

H20. mc. I OPERATING ACCOUNT 5368
PiNAL COUNTY TREASURER

Date Type Reference
10/1312005 Bill parcel 908-44-40404

Original Amt.
2s.s79.s8

4/3/200s
Balance Iggie . ' Discount

291..979. 58 K
Check Amount

Payment
29,979 5B
29.979 58

. .-3

-8..

8/1 I

r
!
I re

OPERATING 4.€00U 2nd half of 20u5 29.979 58

•

i

•
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6172HOME NATIONAL BANK

B6-2oe.f1os1

H20, INC.
OPERATING ACCOUNT

41502 NORTH SCHNEPF ROAD
GUEEN CREEK. AZ 85242

_1@W3m00e
A

WNALCQUNTY TREASURER I $ °'36,l/01.22
INC.

PAY TO THE
3 ORDER OF

8
.. -__ DOLLARS 6 E

. . i i i~68~21Thirty-Sxx Thousand Seven HundredOne and 22/1 - 7 " '
"̀  = -»~»-4-~.¢»_-'-.»\.A'

n
-J_s

:~.
e-

' _.' 2 . 4.J -¢~'\.¢̀ -4PINAL COUNTY T R E A s u R E R ~ . . ~ . . ~ . ~ . . . ~
P.O. box 729
FLORENCE, AZ 85232-0729 Yom AFTER so oAts

c0pv NOT NEQQUABLERa
'v1EMO nr

l l ' u L 7 EH' 'II L 3 1 E u s e xnoaaaavw

Hzo. INC. I OPERATING ACCOUNT

F I N A L
8172

D a t e
09115f 2005
09»'15I2005
D9! 15 / 2006
0911512006
09/1512005
09x 15 / 20c 6
S 9/ 15 / 2006

COUN
Type
Bill
Bull
Bl!l
Bill
Bi:l
Bill
Bill

T Y  T R E A S U R E R
R e f e r e n c e
1 0 4 - 4 7 - 0 3 8 8
1 0 4 - 4 6 - D5 1B
1 0 4 - 4 6 - 0 7 7 C
9 0 8 - 4 4 - 4 4 0 4 0
9 0 8 - 4 4 ~ 4 0 3 F 2
104-69-001  F
1 0 4 - 2 2 - 0 0 8 3

original Amt.
85.32
63.48
94.44

36,351.36
s  I 1594

.f-§.*2C)/\. 38938

B a l a n c e  D u e
8 6 . 3 2
6 3 . 4 8
9 4 . 4 4

s s . s s 1 . a s
t 5 . 9 4
1 0 3 8
7 9 . 3 0

. -_.  _ - . - -  _  . . Ch eck  Am ou n t

1 CV2 s/2006
D l s c o J n t P a y m e n t

8 5 . 3 2
6 3 . 4 8
94 . 44

36 . 351  38
15.94
10 . 38
7 9 . 3 0

36.701 .22
¢.-J*\li q|| ln|*q| ~|l_*- *so

*»~.../

O P E R A T I N G  A C C O U 3 5 . 7 0 1 2 2

H20. INC. I OPERATING ACCOUNT S172
P I N A L

D a t e
09 / 1512006
09/ 1512005
0 9 / 1 5 / 2 0 0 6
0 9 / 1 5 / 2 0 0 5
09/15. '20G8
0 9 / 1 5 8 0 0 5
0 9 / 1 5 / 2 0 0 8

COUN
Type
Be
Be
Bill
BIII
Bill
Bill
Bill

T y  T R E A S U R E R
R e f e r e n c e
104 -47-038 B
104-46-061  B
1 0 4 - 4 6 - 0 7 7 C
9 0 8 - 4 4 - 4 4 0 4 0
9 D 8 - 4 4 - 4 0 3 F 2
104-69-001 F
1 D4-22-DOBS

Original Amt.
86 . 32
63.45.  \
9  A S ' _

3435 36
¥_\

l . \ '.10.3'é
79. 30

0 / 2 3 I 2 0 0 s
B a l a n c e  _  ' D i s c oun t

3385 '-
l 444

\86.351 35
1 5 . 9 4
1 0 . 3 8 1

. 79 , :  . .
. . C h é s k  A m o u n t

\ .*~-

\~.

P a y m e n t
86 . 32
5 3 4 8
94. 44

35 , 351 . 35
1 5 9 4
10. 38
7 9 . 3 0

36 . 701  22

O P E R A T I N G  A C C O U 3 8 . 7 0 1 2 2

. 3 5  1 4 -  : . . 1

R£»uJyTo 1150/10514? CALL 1-808-433-S810 on w s l r us AI'\vww.imui¢mark¢¢.e<>mf¢>rd¢r¢h¢cks
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ARIZONA DEPARTMENT"
O F

ENVIRONMENTAL QUALITY

lastNlpolltzno
Gclwnor

FS-06»695
June 28, 2006

1110 West Washingunn Sheet - Phoenix, Arizona asoo7
(602) 771 -2300 | www.lzdeq.lov Shphan A. Opens

Dlumov

CERTIFIED LETTER
Return Receipt Rzqucstcd
?006»0100»0001-3360-3118

H20 Water Company
Arm' Don Schnepf
41502 N. Schnepf Road .
Queen Creek, Arizona 85242

RE: Operation and Maintenance Inspection Results for the I-[20 Water Company Public
Water System (PWS) 11-060
ICE Database Inspection Identification Number 75801

Dear Mr. Schneph

The Arizona Department al' Environmental Quality, Water Qudirv Compliance Section, Water
Quallcy Field Services Unit conducted an inspection ac the referenced public water system on
May 18, 2006, in accordance with Arizona Rev ised Searures §4l-l009 and Arizona
Administrative Code R18-4-122. Based on the inspection, ADEQ has determined char the
opcradon and maintenance of the referenced wafer system is in compliance with respect cc the
ADEQ SafeDrir\ki-vis Water RUles.

AS indicated in the enclosed "Summary of Inspection," no cleilciendes wereobserved during the
inspection and during the review of ADEQ records by WQFSU staff. No ADEQ action will
result from this inspection. ADEQ appreciates your efforts in protecting the environment.

Thisreport addresses only the operation and maintenance status and the certified operator scams
of the referenced water system. This report does not address the system's compliance with
respect to public notice, monitoring, and revvnins requuemencs. If you have any questions
regarding this letter. or if I can be oM' assistance, please feel free co contact me at (602) 7714441
or 1-806-234-5677 extension 77144-41. .

iv.
I

S

4 " ' " " `
Karen Berry
Water Quality Field yes Unit

Northern Regional Office
1515 EastCedar Avenue Suite F Flagstaff, AZ 86004

(aw 779.0313

Snutisern Region: Of¥ic¢
400 west Congrus Sxreez » suite 433 Tucson, AZ as701

(520) 628-6733

Pnriltd on recycled paper ATTACHMENT 2



H20 Water Company. Public.Water System 11462
Report Dare June 28. 2006 Page2d3

GENBRAI. 1n1=oRmAnon SUMMARY

Facility: H29 Water C¢vcnf>=mv System No.: 11469

Inspected By: Kivrwn Bern' D ate: May 18. 2906

A°=°¢1==p='°\i°4 Be Ken Morrison County: Final

Nuxnnba of Wells: ..L. System Glade: 1Tr=amvpnn 2 Diqqihxlrinn

Service Connoctionnz 6000 Population: 141§0 CerdRedOpex'ator= Dan  S he

SystemDescription:
This is a community water system whichconsistsof four wells, eight storage tanks, six
hydropnuematic pressure wits. gas chlorination, booster pumps, backup generators, and a
distribution system. Evaluation of the system under A.A.C. R18-5-115 has determined that ate
system is so be clasdried as a Grade 2 wares disuibudon and Grade 1 treatment system. The
current operator of the system is cetrtihed as a Grade 4 Distribution andTreatment operator. At
the time cl inspection the system was in compliutce.

The majority of Rh: system components were constructed within the last four years. Inspection of
:he facilities found all items to be in good working condition. The water system is equipped with
a sophisticated electronic monitoring and alarm system, which aliowa for visual aid electronic
monitoring of allcomponents. No deficiencies were noted at any plant dutizag the inspection

Water for the system is provided by four weak, with Well # 4 (55-605834) used as the primary
well. Impecdon of the wells found them to be wltlNn locked fmccd axclosuxes, with proper
Signage. All of the water produced from the wells is chlorinated. utilizinggaschlorination
systems. which inject the chlorine solution into the well outlet piping, prior to entry into the
storage ranks. All of the chlorination stations are located within locked buildings, and are
supplied with weight scales and leak detection equipment. Emergency response SCBA units are
available for responsible personnel assigned for emergency response.

Plant # 1 (Main Plant) consists of well 55-605835, a gas chlorination unit, two storage tanks
with a combined total of 700,000 gallons of storage, booster pumps, and two hyclropnuematic
pressure tanks. One hydropnuematic tank was inoperable at the time of inspection. No
deficiencies were noted, and all operable components were in good condition and well
maintained.

Plant #. 2 (Well #4) is located within a locked fenced enclosure approximately 2500 feet north
of the Main Plant. This cosmists of well S5-605834 and a gas chlorination system. The well and
chlorination system were in good condition and well maintained.

I

e 1 J l l'l£'h' au I 'WI n7 u M77 I I Ann? | no I I no



H20 Water Company, Public Ware: System 11-062
Report Date June 28, 2006 Pa8e3 o63

Planr # 3 (Castlegarc Plant) consists of well 55»625006, aEu chlorination system, two storage
ranks with a combined total of 1,600,000 gallons of storage, :we hydroplnuemaric pressure ranks,
and six boosrcr pumps. A backup generator is available for use in the event of a power ouragc.
Inspection or :he plan: found dl componrcnrs in good condition and well maincairred.

Plant # 4 (Pecan North) condsu of well 55-809158, a gas chlorination system, :we storage tanks
with a eombinod total cm' 1,600,000 Wlonl of storage, :we hydropnuematic pressure tanks and six
booster pumps. A backup generator is also located on-site. All components were in good
condition and were well maintained.

Plan: #5 (Links) consists of two sausage ranks with a combined cord of 1,000,000 gallons of
storage, twohydropnuematic pressure tanks, six booster pumps, a gas chlorinationsystem,.and a
backup generator. This sine does not have a source d water onsite, but fills from the d'u\:r1bution
system overnight. Chlorine gas is used no maintain a chlorine residual. A11 components were in
good condition and well maintatnci

Document Review

A copy of the revised Microbiological Sick Sampling Plan was provided during the inspecdan.
Review of the plan has found it to be adequate. '

This report addressesopcradon and maintenance of your water system and docs not address Rh;
system's compliancewith respect no the public notice, monitoring. and fevwine rcquiremcncs.

i -A lnlw- 0u 'MH Tzu Yhl£'?'l ann -no-nw



'IS 605835 (1) l200' 20/16

500 I 200

1206

lb/I4 8 '

16/14

1200 20/16

55 605934 w) 30:1 1400

in 605806 (2> N/A N/A

55 625006 (CCI) we
I
a

14.00 940 16
i

t o o400 I
I 378 16

1\ :me or Desk: iptiun

FIRE He URAN19
Horsepower Qu mtity Quintile, OtherQlrmtitp Standard

19 7 709

20 .J

$0 1.5
l

100 2

-»»

Capacity

200.000 Gal

Quantity Capacity\

1 5,000

300.000 Gal 1

I

4

3

7
nu \»-0nan-nun

corumwv niiiru:
| "*Jame oll9)stezu

Hzo. Inc
11-060 ADEQ Public Water System Number (if applicable)

WATER COMPANY PLANT DESCRIPTION

WELLQ

I
I Aug%§ In

Number*
Pump

Horsepower i
Pump ichl

(rpm)
Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

200

'UO

1050

55-605887 (3)

55-4:0-91 <s lPCN\

\riz\-nm Departmentof WaterI<esuurcc4 Identification Number

1 1"

10"
IT"

i VO"

1'~°"\\

1 'lim

19"

l'5:h

OTHER \VATER sol;RcEs

Capacity

(rpm)
Qvucr* l' men \\ .Um Co.

Gallon Purchased nr Obtained
1'in_thou<and\l

2 : l9".{18 I

BOOSTER PI TMPS

- 1

L- STORAGE TANKS PRESSURE TANKS

| Quantity

500.0{l0 Gal

750.000 Gal

.\'nt¢=.- (/'you arc./ilingfnr more #um (1118 crvtcm, please provide veparnn: vheetsfor each .§a'stvm.

I
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2

Size (in inches) Material Length infect

8,752.00

155=

i 252,458.00

1 1/2
s

';-"aI-in

2

12 224,077.00
Tuba 4 I

Comp. 6

C`Oi\l l 'A \ Y  V A M E . .HE(), Inc.

Name of System 11-060 ADEQ Publle Water 8) stem .\umln.-r (if zqlplicuhlcl

WATER COMPANY PLANT DESCRIPTION (CONTINUEDI

MAINS CUSTOM I-:R METFRS
Size (in inches Quantity

5/8 x M
3/4
1

h_ll'
'12

5

6

8

I0
Cap_ 3
Turbo 3
(Imam. 4

I

Turn 6

For the follcm in three items. list the utility owned assets in each category for c.1ch system.

TREATMEN l` l.:OUlPMENT
2 Capital Control Gas Chlor'mator

-Renal G.ss Chlon'lator

STRL CTL RES
j j e qnc Service Entxrmccs in Wells 1.8.4. Castleizntf. and P¢c°uu Creek T<urlh

_F_'e:t1j1r_§c:3.'lcc Entr::nc*:8 on Booster Plants Main. Links. L`.,istlen.1tu and Pczan Lxucl'
Chlorine cncloeurus ml Main. Well #~L Faeliegggg,I inks :Md Pe::a'1 Crock `\/
Steel Shade m Ur Pun1n< & hiuclrical Eqmlpmem at Liam, Link<. Q:1§I1¢§a1s -¢:.B=9an,C;;s.8.°"4 _
9. Black Walk at Maui: Well 84. Ijn':s. Castleuale 6: Fec.n Creel;[~_{
Cham Link fence at Well #3

URI IF:

www-

.-\`u/L" I/ '. l nu arvflingfar more Hum one

I

sivslenz,pleas.:promide vuparule skeenvfar each al stem.

J

I



MONT] l/YEAR NI.'!\'IBl€R OF
C l  s r o m z n s

GALLGNS
so

('I thousands)

G-xLL0ms
PU\IPl'IlJ

(Thousands)
.IAN UARY 5785 39,805.4
FEBRUARY 5q33 51 ,2.47,n

nunrrx
. \ n u .

4').829.o

"2.7:<E 4 1
.-_ 1 I \.l

MAY
|

6000
9

801402. 1 89)6 4
.JM 8-: 6084 ll5,74" H:cs_f=59 *I

I

~..

.r t t I . v

A UG US r

9l*,P'1 EMRER

M129 103,'}l69." I H`l¥"2.,l_r_\ L-Q" 'c~

6824 11,.151 7 °l
.L-

"9,0"L

7°,l07 7l640* 742.003 7

<89 695 4

44",-iJ.1 h

r

- 4

'l

1
me655706488

6548 H`.}l~U.3

6668

C().l\iP.\N\' NAMF:
Name ofS\ Mum

HZO. Inc

11-060 ADEQ Puhllc Waur System \'umbel' Uf mpplicahlcl

WATER USE DATA SHEET BY MONTH FOR CA1.E\'1JAR YEAR2006

38.511 g

.4493 i

55_9j4( I

( JAL L ( l \ S
PliRCIII. '\ \ i l I)
i'I'hnusamIs-I _

He. ll

'i .116l
1.8813

*3.;, AR_<11 U

I
¢ q I

45 'HI

O( TOB I IR
\'( ) \ 'E '\ IBER
DE('.[jl\;I4ER 59.495 4

àe8z01L6*

5984

'>I22.USS..

4.1 -\

_]*7"f$4
TOTALS >

What is the level of arsenic for each well on }our system?
mr e . *.1r»1 Fm.: WEN, rJl1*.1»¢, fur ccuh ¢m1*ale1y.j

0.002 lllgv I

I f  system has f i re  l l )  g rants,  v hat is  the t i re  f low requi rement" 1500 GPM for _§_hr"§

TI' sv4tem has chlorinntinn treatment. does this treatment system chlorinate continuously"
( X ) Yes (  )  No

Is  the Water Util ity located in an ADWR Active Management Area (AnAl' . '
( X  ) Yes ( ) N u

Doc fa the Company have an ADWR Gallons Per Capita Per Do) (GPCPD) requirement
( X ) Yes (  ) Nu

If cs, prmiclc the CPCPD amount: we

Nov/u: Ifyuu are fling./nr more than one 5_\'.vtem, please provide 5e'pnl'(JI¢' flair: vhvelv br .uwlr ans/cm.

TJ
I
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DOCKETED BY

. /,

a

1 BEFORE THE ARIZONA CORPORATION COMMISSION

2

3

4

CARL J. KUNASEK
CHAIRMAN

JIM IRVIN
COMMISSIONER

RENZ D. JENNINGS
COMMISSIONER

5

6
H20, INC. DOCKET NO. U-1395-95-502

DOCKET NO. U-2234-95-502Complainant,
7

8

9

vs.

QUEEN CREEK WATER COMPANY,

. Respondent.

Decision no.(4 a'§L /
Arizona Corporation Commission

10

)
)
)
)
)
)
)
)
)
N ORDER DOCKETED

11 Open Meeting
June 11, 1997
Phoenix Arizona

'JUN 1 2 1997

BY THE COMMISSION:

On December 15, 1995, HZO, Inc. ("H20" or "Complainant") filed with the Arizona Co/ oration

Commission ("Commission") a Complaint against Queen Creek Water Company ("Queen Creek" or

"Respondent") wherein it was alleged that Queen Creek was providing water service to several customers

whose properties were located within the Certificate of Convenience arid Necessity ("Certificate") of

HZO.

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

I
I

2 2

2 3

2 4

2 5

2 6

2 7

2 8

On January 3, 1996, Queen Creek filed its Answer to the Complaint.

Pursuant to a Commission Procedural Order, a pre-hearing conference took place on January 29,

1996, at the Commission's offices in Phoenix, Arizona. Complainant and Respondent were present with

counsel. After discussions with the parties, it was mutually agreed that the matter would be set for

hearing in June if the parties were unable to resolve their dispute prior to that time.

The hearing was scheduled to. commence on June 19, 1996 but was subsequently continued until

September 19, 1996, so that the parties could continue to negotiate their differences.

On September 18, 1996, H20 filed a motion requesting an additional 60 day continuance because

of ongoing negotiations between the parties, and the hearing was continued until NoveMber 21, 1996.

On November 12, 1996, H20 requested the hearing set for November 21, 1996. be vacated

12
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1

DOCKET NO. U-1395-95-502 et al.

1

2

q
J

4

5

6

7

because the parties were nearing a settlement of their dispute. By a Procedural Order issued on

November 12, 1996, the hearing was vacated.

Thereafter, on May 6, 1997, H20 and Queen Creek tiled a Stipulation and Water Supply

Agreement ("Agreement") which are marked Exhibits A and B, respectively, attached hereto and

incorporated herein by reference. A Motion to Dismiss H20's Complaint was also filed at that time

conditioned upon the Commission's approval of the terms of the Stipulation and Agreement.

* * * * =l= * * =\= * *

8 Having considered the entire record herein and being fully advised in the premises, the

Commission finds, concludes, and orders that:

10 FINDINGS OF FACT

11

13

14

15

16

17

18

19

20

21

22

23

Pursuant to authority granted by the Commission, H20 is engaged in providing water

service to the public in various parts of Maricopa and Pinal Counties, Arizona.

Pursuant to authority granted by the. Commission, Queen Creek is engaged in providing

water service to the public in various parts of Maricopa and Pinal Counties, Arizona.

On December 15, 1995, H20 filed a Complaint against Queen Creek wherein it was

alleged dirt Queen Creek was providing water to two property owners located within H20's certificated

service area which in certain areas is adjacent to Queen Creek's certificated service area. 1

On January 3, 1996, Queen Creek filed its Answer in which it admitted Mat it was serving

certain customers within H20's certificated service area, but generally denied the remaining allegations

within the Complaint.

On May 6, 1997, H20 and Queen Creek filed the Stipulation and Agreement marked

Exhibits A and B, respectively, which resolves their dispute and requested Mat the Commission approve

them as to form and content.

24 The.Stipulation between the parties essentially provides that neither Complainant nor

25

26 I

27

28

The Complaint arose in part because of the large size of Complainant's and Resporldent's
certificated service areas, In some areas, Complainant lacks facilities which are in proximity to its
customers. In dies instance, several property owners in H20's service area requested service from Queen
Creek which had facilities located much closer to their properties and thus could extend service to them
less expensively.

12

9

2.

3.

4.

1.

5.

6.

2 DECISION NO. @684/
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DOCKET NO. U-1395-95-502 et al.

1

2

Respondent will provide service to a customer within the certificated service area of the other utility

without first receiving prior written approval from the other utility and Commission approval, if required.

3 The Agreement resolves the dispute and will enable the respective utilities to provide

4 service to the customers in H20's certificated service area who need water service, but who are in closer

5

6

7

8

9

10

11

12

proximity to Queen Creek's system. It also establishes a means for H20 to compensate Queen Creek

for providing water service to H20's customers until H20 has facilities in closer proximity available to

serve the affected customers in an economical fashion." Additionally, Queen Creek agrees that the water

which it provides will meet the quality standards of the Arizona Department of Environmental Quality

("ADEQ") pursuant to the Safe Drinking Water Act

8. The Commission's approval of the Stipulation and Agreement hereinafter will provide

an effective end to the dispute between Complainant and Respondent and provide a satisfactory means

to address the needs of H20's customers who are located in areas remote from its transmission and

distribution system and will provide an economical resolution for these customers' needs.

14 CONCLUSIONS OF LAW

15

16

17

H20 and Queen Creek are public service corporations within the meaning of Article XV

of the Arizona Constitution and A.R.S. §40-249.

The Commission has jurisdiction over H20 and Queen Creek and the subject matter of

18

19

20

21

22

23

24

the Complaint.

3. The Stipulation and Agreement marked Exhibits A and B, respectively, are reasonable,

in the public interest, and should be approved by the Commission provided, however, that Queen Creek

files with die Utilities Division, within 90 days of this Decision, documentation from ADEQ, or the

appropriate Maricopa County department as sub delegated by ADEQ, that demonstrates the water

provided by Queen Creek meets the quality standards of the Safe Drinidng Water Act.

The Complaint of H20 should be dismissed as ordered hereinafter.

25

26 2

27

28

Under the terms of the Agreement, Queen Creek will bill H2O quarterly based on H20's
reading of the affected customers' meters. Queen Creek will bill H20 for all consumption at Queen
Creek's applicable residential commodity rate per 1000 gallons as authorized by the Commission with
no minimum gallonage allowance. H20 will then bill each affected customer its existing rates and
charges pursuant to its tariff on file with the Commission.

13

7.

2.

1.

4.

3 DECISION NO. IQK984/



DOCKET NO. U-1395-95-502 et al.

ORDER

IT IS THEREFORE ORDERED that the Stipulation and Water Supply Agreement as described

in Exhibits A and B, respectively, be, and are hereby, approved provided, however, Mat Queen Creek

files with the Utilities Division, within 90 days of this Decision, documentation from ADEQ, or the

appropriate Maricopa County department as sub delegated by ADEQ, that demonstrates the water

provided by Queen Creek meets the quality standards of the Safe Drinldng Water Act.

IT IS FURTHER ORDERED that the Complaint filed by 1-120, Inc. be dismissed upon

compliance with the conditions set forth in the previous paragraph.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

fI
I

Z4/-
CTLAIRM'AN W .1 -Z n

COMMISSIONER SIONER

IN vv TNESS WHEREOF, 1, LINDY FUNKHOUSER, --1--TY Executive
Secretary and Chief Legal Counsel of the Arizona Corporation
Commission, have hereunto set my hand and caused the official seal of the
Commission to be of

I-2_9-1, day of '<
at the Capitol, in the City of Phoenix, this

/___ , 1997.

wwousER
DEPUT EXECUTIVE SECRETARY
AND CHIEF LEGAL COUNSEL

ft*

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

DISSENT
MEs/kjd
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SERVICE LIST FOR: HZO, INC. VS.QUEEN CREEK WATER COMPANY

U-1395_95_502 and U-2234-95-502DOCKET NO.:

Richard L. Sallquist
SALLQUIST & DRUMMOND, P.L.L.C.
2525 E. Biltmore Circle, Suite 117
Phoenix, Arizona 85016
Attorney for HZO, Inc.

Diane M. Evans
KANE JORDAN von OPPENFELD BISCHOFF & BISKIND
4201 N. 24th Street, Suite 300
Phoenix, Arizona 85016
Attorney for Queen Creek Water Company

Lindy Funkhouser, Chief Counsel
Legal Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Carl Dabelstein, Director
Utilities Division
ARIZONA CORPORATICN COMMISSION
1200 West Washington
Phoenix, Arizona 85007

5 DECISION no. 5oOoV4/



L JCKET-NO. U-1395-95-502 iI al.

EXHIBIT A

1

')

3

CARL I. KUNASEK
CHAIRMAN

JIM IRLVIN
COMMISSIONER

RENZ D..TENNINGS
COMMISSIONER

4

BEFORE THE ARIZONA CORPORATION COMMISSION
6

7 H20, INC. DOCKETNO.

8 vs. U - 1395-95-502

U - 2234-95-502

g QUEEN CREEK WATER COMPANY.

STIPULATION
10

)
)
)
)
)
)
)

I l

On December 14, 1995 H"O, Inc. ("H20") Sled a formal Complaint with the Arizona

Corporation Commission ("Commission"), alleging, among other things, that Queen Creek Water

Company ("Queen Creek") is and has been providing domestic water service ro customers
14

located within H"0's Certificate of Convenience and Necessity Area ("CC8cN") as granted by the
l5

Commission.
16

On January 3, 1996, Queen Creek filed its answer in which Ir admitted serving certain
17

customers within H"0's certificated area, and effectively denying the remainderof theallegations
18

contained in the Complaint.
19

On January 29, 1996, the parties appeared before Commission Hearing Officer Marc

Stem in a pre-hearing conference to discuss the remaining issues. At the pre-hearing

conference, and during subsequent negotiations between the parties, the parties reached an

agreement resolving all issues contained in the Complaint.

4. Thepanies hereto agree ro the following in resolution at the Complaint in the subject

docket:

-13032-00000."

20

2 l

24

22

25

23

26

12

13

5

3.
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25

26

22

24

23

I  I

20

21

18

16

19

17

15

14

12

13

10

9

8

7

6

4

2

5

3

1

43032-000001

6.

5. Attached hereto as Exhibit "B" is a form of order adopting the Stipulation and approving

This

Agreement and suggested

the Water Supply Agreement.

Stipulation

c.

b. The parties shall Amer into a Water Supply Agreement, in substantially the

a. Neither party shal l  provide, or agree to provide, water service to any

of water service under the Water Supply Agreement.

refund shall be credited against Queen Creek's charges to H20 for provision

of the refund from Queen Creek to H20 is approximately 551330.

assume its own costs 8 ro such taxes or assessments. The estimated amount

tax or regulatory assessments billed by Queen Creek, and each party wit!

of the Water Supply Agreement. There will be no adjustment For any sales

Commission approves the Water Supply Agreement and this Stipulation,

the cost of providing the water as determined under the terms and conditions

of

cuswmers within H20's certificated area from the first winer notice by H20

Queen Creek shall pay to H20 the total revenue received from serving

Creek until H20 has facilities capabe of serving those customers.

c:ominue su lvirx the water recess for H20 to provide water service toPP1 P

the customers within H''0's cemiicared area currently being served by Queen

4

company and appropriate Commission approvals, iflrequired.

form attached hereto as Exhibit "A," pursuant ro which Queen Creek will

company without f i rst receiving prior wri t ten approval from the other

customer or potential customer within the certificated area of the other

Queen

is conditioned

Creek's service

form otlOrder in substantially the form attached hereto.

upon the

EXHIBIT A

on

Commission approving

August "6,  1993 through

DECISION NO.

DOCKET no. U-1395-95-502 Er al.

the Water

the date

Supply

Said

Cp

less

the

WoM/



L JQETNQ. U-1395-95-502 Aral.

EXHIBIT A

I Upon approval of the Water Supply Agra=:mcnt and this Stipulation, the Commission

2

3

shall dismiss the Complaint in Docket No. U-1395/"734-95-502.

RES PECTFULLY  S UB MITTED t h i s  2 ;
M/\4 I

day oflA.pr1I, 1997.

4 H:0 INC. QUEENCREEK WATER COMPANY

5

6 By By

7 Its l l P ; »..,»\ Its 9fa&5mw+

8

9

10

I l

13

14

Original and ten copies of the foregoing
hand delivered this . Z / day of

1997 ro:
L 4u4 )\~\

Docket Control

Arizona Corporation Commission
l"00 West Washington
Phoenix, Arizona 85007

16

17

18

19

Copies of the foregoing mailed this L
day of.A»prTl, 1997, to:

\.Li 1\'\

Marc Stern
Hearing Officer
Hearing Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

20

21

Legal Division

Arizona Corporation Commission

1200 West Washington

Phoenix, Arizona 85007

23

24

Utilities Division

Arizona Corporation Commission

1200 West Washington

Phoenix, Arizona 85007

25
-$3()]'v.00000.7

26

22

15

12

7.
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DOCKET NO. u-1395_95-502 et al.

EXHIBIT A

1

2

Paul Gardner
Queen Creek Water Company

P.O. Box 366
Queen Creek, AZ 85242

q
.J

4

5

Charles A. Bischoff"
Kane, Jordan, VonOppenfeld & Bischoff& Biskind, P.L.C.
420l1N. 24th Street, Suite 300
Phoenix, AZ 85016
Attorney for Queen Creek Water Company

7

6

(L
f

1' 4
8

g

10

15

16

17

14

18

19

21

24

25

26

23

22

20

12

13

43032-00000.z
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DOCKET NO. U-1395-95-502 et al.

EXHIBIT B

1

WATER SUPPLY AGREEMENT

THIS AGREEMENT, made as of the 2"" day of May, 1997, by and between HQ,

Inc., an Arizona corporation, hereinafter referred to as "H1O" and QUEEN CREEK

WATER COMPANY, an Arizona corporation hereinafter referred to as "Queen Creek."

WITNESSETH:

WHEREAS, Queen Creek presently serves zoo customers located within the

Certificate of Convenience and Necessity ("CC8<:N") of H20 and adjacent to the CC8cN

of Queen Creek, and

WHEREAS, Queen Creek has been providing that service as an accommodation

to the customers, and

WHEREAS, H20 does not have transmission and distribution facilities in the

proximity of the customers through which it can provide the needed service at this time,

but anticipates having such facilities in the future, and

WHEREAS, the parries acknowledge that there may be other similarly situated

customers located within the H20 CC&N area who are not adjacent to H20 facilities, but

near Queen Creek facilities, and for which the parties agree service may be appropriate

under the provisions of this Agreement.

NOW THEREFORE, in consideration of the premises and mutual covenants of

the parties hereto, respectively, the parties hereby agree as follows:

1. During the term of this Agreement, and subject to the conditions hereinafter

set forth, Queen Creek will furnish and deliver potable water to H20 for the requirements

DECISION no. 4 9  6 9 4
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DOCKET NO. u-1395-95_502 et aL

EXHIBIT B

of H30 customers, which are located within H20's CC8cN area and adjacent to Queen
\

Creek's facilities but which are remote from H,Ols existing facilities.

2. The delivery of all water hereunder shall be made by Queen Creek to H20

through Queen Creek transmission and distribution facilities located within or along the

Queen Creek CC&N area and H20 owned meters located at the customer's premises, 'or

at such other location as the parties and customer hereafter mutually agree in welting.

H:0 shall be responsible for installing any additional transmission, distribution and

service facilities needed to provide water firm existing Queen Creek facilities tO the

customer's premises. In addition, if service through an individual service line is no:

practical, and H20 installs a main line to provide service to its customers, Queen Creek,

at its option, may install a master water meter to measure the quantity of water delivered

from Queen Creek's facilities to the H20 owned main line.

3, H2O, at its own expense, shall within 60 days install and maintain the water

meters at the aforesaid customer metering stations. Said meters shall be calibrated at

HO's expense to the satisfaction of both parties within a reasonable time after request is

made by either party. Upon removal, the existing meters used at the locations of the two

customers referenced in the recitals above shall remain the property of Queen Creek.

4. Queen Creek shall test or cause to be tested all water subject to this

Agreement. Testing and water quality standards shall be those set by the Arizona

Department of Environmental Quality or other appropriate regulatory agency. Water

delivered pursuant to this agreement shall meet applicable water quality standards as

determined by applicable testing protocols. In no event, iiowever, will Queen Creek be

DECISION NO. (o  884 /



gallon allowance,

to confirm upon reasonable notice to H2O. The rate to H20 for all consumption shall be

provide

effect at the time of consumption, plus applicable taxes and regulatory assessments.

each calendar quarter and billed at the applicable Queen Creek commodity charge in

charges shall apply. Statements shall be rendered by Queen Creek to H20 at the end of

obligated to treat water which

the tariff schedule authorized

the applicable residential commodity charge per 1,000 gallons of water as published in

Arizona.

Statements shall be sent by Queen Creek to HO at its mailing address in Scottsdale,

H20 readings of the respective meters, which readings Queen Creek shall have the right

Amy other person, firm or corporation whatsoever, for or on account of any interruption or

failure

loss, injury

ro

5. Billing by Queen Creek to H20 for said water service shall be based on the

6. Queen Creek shall not be liable to H10 nor to any of H2O's customers, nor to

water subject to this Agreement.

deliver water

or damage occasioned thereby,

as that

in

rate

accordance with this

may not meet applicable water quaiily standards

by

may

the

change

EXHIBIT B

from

Agreement,

time to time.

or for

D ;I<ET no. U-l395-95-502 et al.

No

or on

monthly minimum

account

in order to

of any

directly or indirectly, is the result of any Qr the following:

f ire, lightning, Hood, windstorm, Act of God, invasion or force

majeure.

b. Inadequate water quality.

c. Compliance with any orders, rules, regulations, whether valid or

invalid of any governmental authority or agency.

a.

Decision no. (Q <984/



DOCKET no. U-1395-95-502 et al.

EXHIBIT B

Strikes, lockouts or labor disputes

Breakdown, repair or replacement of any machinery, equipment,

transmission line, pipeline or other Facility.

Unavailabil i ty of  electricity or shortage of  any fuel, supplies,

materials or labor.

re9' Any other cause not reasonably preventable by Queen Creek or not

reasonably within its cwntroi.

In case of inlerruption Cr failure occasioned by any cause speciied under (e) or It) above,

Queen Creek will endeavor to remedy or eliminate such cause expeditiously.

7. It is agreed by Lhe parties that this Puzreement will become effective and

binding upon the parties hereto, only in the event The Commission or its authorized

representative, approves the Agreement in substantially this form. In the event it is not so

approved, this Agreement shall be void and of no furiner force and effect.

8. This Agreement shall become effective as of the date approved by the

Commission, or its authorized representative, and shall remain in full force and effect for

years or until HO h e installed transmission and dism'bution facilities capable of

delivexjng the required service to its customers from other H20 facilities, whichever erst

occurs. Upon installation of such facilities, H20 shall provide Queen Creek notice of

termination of said service. Such notice shall specify the date of termination and shall be

given not less than 60 days prim to such date.

9. Written notice to either party concerning this Agreement shall be sent by

certified mail, except that invoices may be sent by first class mail. Written notice and

communications to Queen Creek shall be addressed to:

:en

d.

f.

DEclslon no. Cp 834/



DOCKET NO. U-1395-95-502 et al.

EXHIBIT B

Paul Gardner
Queen Creek Water Company
P.O. Box 366
Queen Creek, AZ 85242

With a copy to;

Charles Bischoff
Kane Jordan von Oppenfeld Bischoff& Biskind, P.L.C.
4201 North 24"' Street, Suite 300
Phoenix, AZ 85016

Wririen notices and communications to H20 shall be addressed as follows:

Don Schnepf
H20 Inc.
P.O. Box 1450
Scottsdale, AZ 85252

With a copy no :

Richard L. Sallquist
Sallquist 84 Drummond, P.C.
2525 East Arizona Biltmore Circle, Suite 117
Phoenix, AZ 85016-2129

10. This Agreement shall be binding upon and inure to the benefit of the parties.

hereto and their respective successors and assigns .

ll. This Agreement may not be amended, modified and supplemented in any

respect except by writing signed by both parties.

12. This Agreement sets forth the entire understanding and agreement between the

parties hereto with respect to the subject matter described herein and supersedes and

replaces any prior understanding, agreement or statement written or oral.

13. H20 and Queen Creek agree that it is not intended and this Agreement does

not make either party the agent of the other.

DECISION NO. (9034



DOCKET no. U-1395-95-502 et al.

EXHIBIT B

14. This Agreement shall be governed by the laws of the State oflArizona.

IN WITNESS WHEREOF, the parties hereto have caused this Water Supply

Agreement to be executed as of the day and year first herein written.

QUEEN CREEK WATER COMPANY

By :
Its

H2O, INC.

By :
Its

DECISION NO. Qm4/
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DOCKET no. U-1395-95-502Er al.

EXHIBIT B

14. This Agreement shall be governed by the laws of the State oflArizona.

IN WITNESS WHEREOF, the parties hereto have caused this Water Supply

Agreement to be executed as of the day and year Hrst herein written.

QUEEN CREEK WATERCOMPANY

By:
Its

H.o, INC.

By:
Its

DECISION no. @0847



ADDENDUM TO WATER SUPPLYAGREEMENT

THIS ADDENDUM, mods this2Qday of December. 2007, by and between H20,
n~1c. an Arizona Corporation, hel'e'mafter referred w an nH2on and QUEEN CREEK
WATER COMPANY, an Arizona Corporation hzrcinllhelrreissued to as "Quean Crez&c",
(the "Ad¢1enduxn"), is IO that catlin WATER SUPPLY Aensaxnarwr dated May 2.
1997, heroinafior xcfcrred to as the "Agreement".

WI-IERBAS,9helavie¢co1ndltionlof thep||nie|t!|atexisted ntheiniti1tzlonof
theAgnementoontinue¢o¢xiltmday,lndtbepntiasbelievethoseeonditinmwill
comimxeto:xinforsolm:tinminltot\l¢fut\nB;and

WI-ERBAS. the parties arewilling to cxzend the :Ann of the Agzeannmt for the
hench of the parties and their respwtivc customers.

NOW THEREFORE, in considenliun of the premises and mutual covenants of
the parties hcxreto, respectively, the partie hnsby agree to modify the Agxeexnnnnt as
follows:

1. Paragunuph 8 of the Agxceenaent is hereby aupplunented by adding um
following sentence w the Md of Parqpluph8:

The term of the Agreement is hereby extended from the inception date of June 12,
1997, as established by Arizona Corporation Commission Decision No. 60241,
dated June 12, 1997, for an additional three our period to June 12, 2010, with
two (2) additional one year automatic extensions of that term, unless and until the
Agreementad my Addendum thereto is otherwise terminated inaccordance with
this Paragraph s.

2.
and effect.

All other term; ma conditions of the Agreement shall remain in Ml force

U

I

•

I

U

a

I

430s2.00000.271

ATTACHMENT 6



s

:

IN WITNESS wusnnof, Rh: parties hgpgtg have causes this Addcndmln to the
Agreement to be executed as of the day and year inst herein written.

QUEEN CREEK wArE.R CQMPANY

r~ 4
By: MT' c~?, I

P{Lmn~nJ.

HE 4

: ~8~»¢»L. 'X

/J.-4 Q4s 84.45

By \ " - .

4s0s2.00000.z7x

Its:

Its:

-2.

I



YES NOCOPY TO ADEQ:
>>>> SYSTEM INFORMATION <<<<

System Name

Time (24hr) Collected By

System ID #

Sample Date

Sample Type

Compliance Monitoring

4w *='

Name

Phone

FaxSample Collection PointllD

Point of Entry # _001

Sample Site ID

System Mailing Name & Address

t1-060 H20 Inc.

4/18/06 7:15 Craig

Don Schnepf

480-491-6971

480-491-6739

POE 1 Use only if initial sample was positive.

Original Violation Specimen Number

Sample Type

Confirmation

Confirmation for Composite Trigger

H20 Inc.

41502 N Schnepf Road

Queen Creek, AZ 85242

BN04274 4/18/06 12100

ARIZONA DEPARTMENT QFENWRONMENTAL QUALITY
DRINKING WATER INORGANIC CHEMICAL ANALYSIS REPDRT

*** Sollect samples at P. O. E. only ***

>>>> INORGANIC CHEMICAL ANALYSIS <<<<

Analysis MCL
Method Value

Trigger

Value

Contaminant Cont.

Name Code
Test Start

Date

5/19/06

Test End

Date

Result

malL

Exceeds Exceeds

MCL Triooer

5/19/06 0.003200.9 0.010
200.7 2
200.7 0.01
200.7 0.1

4500F C 4.0
245.1 0

4500N03 10
4500N02 1

200.9 0.05
200.9 0.01
200.7 0

4500CN I 0.2
200.7 0.1
200.9 0

4500S04 No MCL
200.7 No MCL

5
0.5

Arsenic
Barium
Cadmium
Chromium
Fiubride
Mercury
Nitrate (as N)
Nitrite (as N)
Selenium
Antimony
Beryllium
Cyanide
Nickel
Thallium
Sulfate
Sodium

1005
1010
1015
1020
1025
1035
1040
1041
1045
1074
1075
1024
1036
1085
1055
1052

>>>>> LABORATORY INFORMATION <<<<<

DateITime Received
Name: Aquatic Consulting & Testing, inc. (602) 921-8044

Specimen Number
ID Number AZ0003

Comments: Temp:
Authorized Signature:

Date Public Water System Notified :

ATTACHMENT 7



NOYESCOPY TO ADEQ'
>>>>SYSTEM INFORMATION <<<<

System ID # System Name

Time (24hr) Collected BySample Date

Sample Type

Compliance Monitoring Name

Phone

Fax
_ r.

~4*»C/.
Sammie Coilection PointllD

Point of Entry #_002 ~» "2 l't?.+"

Sample Site ID

System Mailing Name& Address

11-060 H20 inc.

4/18/06 7:25 Craig

Don Schnepf

480-491-6971

480-491~6739

POE 2 Use only if initial sample was positive.

Original Violation Specimen Number

Sample Type

Confirmation

Confirmation for Composite Trigger

H20 Inc.

41502 N Schnepf Road

Queen Creek, AZ 85242

BN04275 4/18/06 12200

ARIZCNA DEPARTMENT OF ENVIRONMENTAL QuAuTv
DRINKING WATER INORGANIC CHEMICAL ANALYSIS REPORT

*** Collect samples at P. O. E. only ***

>>>> INORGANIC CHEMICAL ANALYSIS <<<<

Analysis MCL

Method Value

Trigger

Value

Contaminant Cont.

Name Code
Test Start

Date

Test End

Date

Result

mulL
Exceeds Exceeds

MCL Triooer

5/19/06 5/19106 <0.002200.9 0.010
200.7 2
200.7 0.01
200.7 0.1

450OF C 4.0
245.1 0

4500N03 10
4500N02 1

200.9 0.05
200.9 0.01
200.7 0

4500CN I 0.2
200.7 0.1
200.9 0

4500S04 No MCL
200.7 No MCL

5
0.5

Arsenic
Barium
Cadmium
Chromium
Fluoride
Mercury
Nitrate (as N)
Nitrite (as N)
Selenium
Antimony
Beryllium
Cyanide
Nickel
Thallium
Sulfate
Sodium

1005
1010
1015
1020
1025
1035
1040
1041
1045
1074
1075
1024
1036
1085
1055
1052

>>>>> LABCRATORY INFORMATION <<<<<

Specimen Number
ID Number AZUOG3

Comments: Temp:
Authorized Signature:

Date Public Water System Notified:

DateITime Received
Name: Aquatic Consulting & Testing, inc. (602) 921-8044



H20, Inc.11-060

Craig Thiesenhusen7;55t 1/6/2006

Don Schnepf
480-491-6971

480-491-6739

XX

xx

POE #3

H20 inc.

41502 N Schnepf Road

Queen Creek, AZ 85242

XX

11/6/2006 13:08BN13088

if

ARIZONA DEPARTMENT 0F ENVIRONMENTAL QUALITY
DRINKING WATER INORGANEC CHEMICAL ANALYSIS REPQRT

*** Samp\es to Mcaliamwd at P. O. E. only *'* . 1 >

>>>> INORGANIC CHEMICAL ANALYSIS <<<<

Analysis
Method MCL

Reporting
Limit

Contaminant Corot
Name - Code

Analysis
Run Date

Result
mo/L

Exceeds
MCL

Exceeds

Reoortino Limit

11/13/2006 0.003200.9 0.01
200.7 2
200.7 0.005
200.7 0.1

4500F C 4
245.1 0.002

4500N03 E 10
4500n02 B 1

200.9 0.05
200.9 0.006
200.7 0.004

4500CN E 0.2
200.7 No MCL
200.9 0.002

4500804 F No MCL

0.01
2

0.005
0.1
2

0.002
5
0.5
0.05
0,006
0.004
0.2

Arsenic
Barium
caarnium
Chromium
Fiublide
Mercury
Nitrate (as N)
nine (as N)
Selenium
Antimony
Beryllium
cyanide
Nickel *
Thallium
Sulfate *

1005
1010
1015
1020
1025
1035
1040
1041
t045
1074
1075
1024
1036
1085
1052

11/15!2006 8.79

>>>>> LABORATORY iNFORMATION <<<<<

Specimen Number
ID Number 48120003
Comments: Temp:
Authorized
Signature:

Name:
DateITime Received

Aquatic Consulting & Testing, inc. (480) 921 -8044

all; Qa4#:¢¢
Date Public Water System Notified:

l

DWAR 2lN:Revised 2003

CO

copy TOADEQ: (yEs ,/yi/ ' hlo4x_
>>>> SYSTEM INFORMATION .<<<<

System NameSystem ID #

Sample Date

Sample Type

Time (24hr) Collected by

Compliance Monitoring Name
Phone

FaxSample Collection PointllD
hmm €;?e<w=' Mbwf* 4445*Point of Entry #

Sample Site [D
Use only if initial sample was positive. ll

System Mailing Name & Address Original Violation Specimen Number

Sample Type

Confirmation

Confirmation Composite



VENDORDATE Invoice# ` Description linty Cost AMOUNT , TOTAL

1/4/2006 Aquatic Consulting 065 10854 Bac-T I 46 10,00 460.00460.00
1/17/2006 Aquatic Consulting 065 10972 Not 3 20.00 60.00 60.00

2/8/2006 Aquatic Consulting 065 11083 N03 2 20.00 40.00
Aquatic Consulting As 2 30.0015.00
Aquatic Consulting TDS 40.002 20.00 110.00

3/16/2006 Aquatic Consulting 065 11392 No2> 3 40.00 120.00
Aquatic; Consulting TDS 3 40.00 120.00
Aquatic Consulting I s 3 30.00 90.00 330.00

4/13/2008IAquatiC Consulting 065 11583 Bac-T 9 10.00 90.00 90.00
4/14/2006 Aquatic Consulting 065 11600 Bac-T 65 10.00 650.00 650.00

4/19/2006 Aquatic Consulting 065 11656 TTHM 8 150.00 1200.00
Aquatic Consulting HAA5 8 200.00 1600.00 2800.00

6/5/2006 Aquatic Consulting 065 12030 N03 1 20,00 20.00 20.00

6/12/2006 Aquatic Consulting 065 12054 Bac-T 7 30.00 210.00
6/30/2006 Aquatic Consulting 065 12214 As 1 15.00 15.00 225.00

Aquatic Consulting TTHM 2 150.00 300.00
Aquatic Consulting HAA5 2 200.00 400.00 700.00

6/30/2006 Aquatic Consulting 065 12215 As 3 15.00 45.00
Aquatic Consulting TTHM 6 150.00 900.00

7/29/2006 Aquatic Consulting 065 12432 I 9Bac~T 10.00 90.00 90.00

7/31/2006 Aquatic Consulting 065 12454 Bac-T 54 10.00 540.00 540.00

8/1/2006 Aquatic Consulting 065 12487 Not 4 20.00 80.00 80.00

9/6/2006 Aquatic Consulting 065 12748 .Not 2 20.00 40.00
Aquatic Consulting As 2 15.00 30.00 70.00

9/14/2006 Aquatic Consulting 065 12838 Bac-T 16 25.00 400.00400.00
9/14/2006 Aquatic Consulting 065 12837 Bac-T 8 25.00 200.00 200.00

9/14/2006 Aquatic Consulting 065 t2839 Bac-T 2 25.00 50.00 50.00

9/28/2006 Aquatic Consulting 065 12966 TTHM 1 150.00 150.00
Aquatic Consulting HAA5 1 200.00 200.00 350.00

9/28/2006 Aquatic Consulting 065 12965 Not 80.004 20.00
Aquatic ConsuIting As 4 15.00 60.00
Aquatic Consulting 6TTHM 150.00 900.00
Aquatic Consulting HAA5 6 200.00 1200.00 2240.00

10/3/2006 Aquatic Consulting 065 13008 N03 2 20.00 40.00
Aquatic Consulting As 2 15.00 30.00 70.00

10/25/2006 Aquatic Consulting 065 13119 TTHM 1 150.00 150.00
Aquatic Consulting HAA5 'I 200.00 200.00 350.00

10/25/2006 Aquatic Consulting 065 13118 Lead 37 15.00 555.00
Aquatic Consulting Copper 37 555.0015.00 1110.00

11/6/2006=Aquati¢ Consulting 065 13284 Bac-T 37 10.00 370.00 370.00

11/6/2006 Aquatic Consulting 065 13268 Bac-T g 10.00 90.00 90.00

11/27/2006 Aquatic Consulting 065 13479 Not 1 20.00 20.00
Aquatic Consulting As 1 15.00 15.00 35.00

12/4/2006 Aquatic Consulting 065 13523 Not 2 20.00 40.00
Aquatic Consulting As 70.0030.0021 15§00=

12/11/2006 Aquatic Consulting 065 13592 N03 1 60.00 60.00
Aquatic Consulting I S 'I 45.00I45.00

IAquati<: Consulting Bac-T 2 155.0050,00
II25.00

40.0040.0020.002 . It2/14/2006IAquatic Consulting O65 13616 N03
2006 TOTAL 1s,900 = s 13,900

6 200.00 1200.00 2145.00

H20, INC. 2006
Water  Test ing Cost

Summary

r

ATTACHMENT 8



Remit To: Aquatic Consulting & Testing, Inc.
P.0. Box 1510
Tempe, Arizona 85280-1510
(480) 921-8044

Analysis Name Quant` Unit Price Total Price
Total Coliform, Coiiiert 46 $10.00 $460.00
Invoice Total $ 460.00

INVOICE

Invoice Number:
lnvoiee Date:
P.0. Number:

Project Name:

065 10854
January 4, 2006
State Form
SDWA H2o Inc

H20, Inc.
41 s02 n. Schnepf Road
Queen Creek, Az 85242

Don Schnepf

Samples: 4'*' Quarter 2005
10/12/05

ac

. . e

I f .1-»-'-

,.»~

* t » : J

4th Quarter 2005 Invoice

up



Remit To: Aquatic Consulting & Testing, inc.
P.O. Box t510
Tempe, Arizona 85288-1510
(480) 921-8044

Analysis Name Quanta Unit Price Total Price
Nitrate + Nitrite - N 3 $20.00 $60.00
Invoice Total $ 60.00

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

.Rroject..Name:

065 10972
January 17, 2006
C.O.C.
11.060

Client: Hzo, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples: BM13470 BM13471 BM13472
11/16/05

\

I

do



Remit To: Aquatic Consulting & Testing, inc.
p.o. Box 1510
Tempe, Arizona 85280-1510
(480) 921 -8044

Analysis Name Quantity Unit Price Total Price
Nitrate + .Nitrite - N 2 $20.00 $40,00
Arsenic 2 $15.00 $30. 00
Total Dissolved Solids 2 $20.00 $40.00
Invoice Total $ 110.00

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

065 11083
February 8, 2006
C.O.C.
11 -060

Client: H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Samples: BNOD833 8N00834
01/24/06

Don Schnepf

.* J Q

f
Fw

I

SiC



Remit To : Aquatic Consulting & Testing, Inc.
P.O. Box 1510
Tempe, Arizona 85280-1510
(480)921 -8044

Analysis Name Quant' Unit Price Total Price
Nitrate + Nitrite - N 3 $40.00 $120.00
Total Dissolved Solids 3 $40.00 $120.00
Arsenic 3 $30.00 $90.00
Invoice Total $330.00

INVOICE

r. f
f : q  1

a
n o _r 9392

\» pt ,gs

Invoice Number:
Invoice Date:
P.O. Number:

Project Name;

065 11392
March 16, 2006
C.0.C.
11-060

Ciientz H20, Inc.
41502 n. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples: BN012S9 BN01270 BN01271
02/03/06

"K

u...\"'°

I
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\a

aw
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Remit To: Aquatic Consulting & Testing, Inc.
P.O. Box 1510
Tempe, Arizona 85280-1510
(480) 921-804-4-

Analysis Name Quantity Unit Price TotalPrice
Total Coliform, Colilert 9 $10.00 $90.00
Invoice Total $ 9ao0

INVOICE

Invoice Number:
'Invoice Date:
P.O. Number:

Project Name:

065 11583
'April 13, 2006
07-904
SDWA H2O Inc

Client: Hzo, Inc.
41502 N. Sehnepf Road
Queen Creek,'AZ 85242

Don Schnepf

Samples: BN00821 BND0822 BN00823 BN01924 BN01925 BN01926 BN03021 BN03022 BNG3023
G1/24/06

_,Q

CID



Remit To :

I

Aquatic Consulting & Testing, Inc.
p.o. Box 1510
Tempe, Arizona 85280-1510
(480) 921 -8044

Analysis Name Quantity Unit Price Total Price
Tata! Coliform, Colbert 65 $10.00 $650. 00
Invoice Total $ 650.00

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

065 11600
`April 14, 2006
11-060
SDWA H20.lDC.

Client: H20, Inc.
41502 n. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples: First Quarter 2006
01/10/06

c/22

4;
f

I éT.f~#"

gt If?
Q;

L61

lv4
"Lx
if"

I



Remit To: Aquatic Consulting & Testing, inc.
P.O. Box 1510
Tempe, Arizona 85280-1510
(480) 821 -804-

Analysis Name Quant' Unit Price TotalPrice
Trihakzmethanes, Total 8 $150.00 $1,200.00
Haioacetic AcidS 8 $200.00 $1,600.00
Invoice Total $2,800.Q0..

Client: Hzo, Inc.
41502 n. Schnepf Road
Queen Creek, AZ 85242

Don 'Schnepf .

INVCICE

Invoice Number: 065 11656
Invoice Date: April 19, 2006
P.O. Number: C.O.C.

Project Name: 07-904 (1)
00-060 (7)

'in

Samples: BN01938 BN01939 BN01940 BN01941 BN01942BN01943 BN01944 BN01945
02/21/06

I
I

E
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Remit To : Aquatic Consulting & Testing, Inc.
p .o . Box 1510
Tempe, Arizona 85280-1510
(480) 921-8044

Analysis Name Quant' Unit Price Total Price
Nitrate + Nitrite - N 1 $20.00 $20. 00
Invoice Total $ 20.o0

Client: H20, Inc.
41502 N. Schnepf Road
Queen Creek, Az 85242

Don Schnepf

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

065 12030
June 5, 2006
11-060 DW Analysis
11.950

Samples: BN04-452
04/20/06

W
n

EY:
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Remit To : Aquatic Consulting & Testing, inc.
P.O. Box 1510
Tempe, Arizona 85z80-1510
(480) 921-8044

Anal sis Name Quantity Unit Price Total Price
Total Coliform, Colbert (Rush) 7 $30.00 $210. 00
Invoice Total $ 210.00

INVGICE

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

065 12054
June 12, 2006
State Form 11-060
sDwA~H2o Inc

Client: H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples: BN05804 BN05805 BN05806 BN05991 BN05992 BN059Q3 BN05994
05/23/06

I

G10



Remit To : Aquatic Consulting & Testing, Inc.
P.0. Box 1510
Tempe, Arizona 85280-1510
(480) 821 -8044

Analysis Name Quantity Unit Price Total Price
Arsenic 1 $15.00 $15.00
Trihaiomethanes, Total 2 $150.00 $300.00
Haloacetic Acids 2 $200.09 $400.00
Invoice Total $ 715.00

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

Project .. Name:

065 12214
June 30, 2006
C.O.C.
.pW8.#07,g04

Client: H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Dun Schnepf

Samples: BN04277 BN05688 BN05689
04/18/06

cam;
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Remit To: Aquatic Consulting & Testing, Inc.
P.O. Box 1510
Tempe, Arizona 85280-1510
(480) 921-8044

Analysis Name Quantity Unit Price Total Price
Arsenic 3 $15.00 $45.00
Trihaiomethanes, Total 6 $150.00 $900.00
Haloacetic Acids 6 $200.00 $1,200.00
Invoice Total $2, 145. of

Samples:

Ciientz

BN04274 BN04275 BN04276 BN05690 BN05691 BN05692 BNG5693 BN05694 BN05695
04/18/06

H20, Inc.
41502 N. i>chnepf Road
Queen Creek, AZ 85242

Don Schnepf

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

f}'-1 9
L47 v

'12 of*
12

i'
».\JF

1.1
I I
l :

(%
I

1\'
1.

1 - -
R

065 12215
June 30, 2006
C.Q.C.
PWS #11-060

cc:



Remit To:» Aquatic Consulting & Testing, inc.
P.O. Box 151 o
Tempe, Arizona 85280-1510
(480)921 -8044

Analysis Name Quantity Unit Price. Total Pace
Total Coiifonm, Colilert 9 $10.00 $90.00
*Invoice Total $ 90.00

s

Client:

Samples: BN04278 BN04279 BN04280 BN05899 BN05900 BN05901 BN07001 BN07002 BN07003
04/18/06 4

H20, Inc.
41502 N.ISchnepf Road
Queen Creek, AZ 85242

Don Schnepf

Invoice Number:
lnvoiceDate:

P.9. Number:
Project Name:
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ARE;{ 2883;4; 41
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065 12432
July 29, 2006 .
State Form 07-904
SDWA H20.lnc
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Remit To: Aquatic Consulting a Testing, Inc.
p.o. Box 151 o
Tempe, Arizona 852804510
(480)921 -8044

Anal islName Quan | Unit Price Total Price
Total Coliform, Coiiiert 54 $10.00 $540.00
Invoice Total $540.00

INVOICE

Invoice~Number:
Invoice Date:
P.O.Number:

Project aflame:

085 12454
Juiy31, 2006
State Form `11-060
sDwA.H205 Inc

Client: H20, inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples: 2nd Quarter 2006
04/13/06 :__.,z
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Remit To: Aquatic Consulting& Testing, Inc.
P.O. Box 151 o
Tempe, Arizona'85280-1510
(480) 921 -8044

Ana is Name |

Qua I Unit Price Total Price
Nitrate +Nitrite -N 4 $20.00 $80.00
Invoice Total $ 80.00

Samples:

Client:

I

BN05698 BN05697 BN05698 BN05699
05/22/06

H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

DonSchnepf

I

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

Prqieét Name:

aw
we

um- _

065 12487
August 1, 2006
C.O.C.
PWS #11-060

f-».J
.I

4,
,.4./""/- 4

w '~~"'

3
n

J %"%

C EAU */Ugh; ;/"
; 1.r

4

a•
6 ¢»\n§§\»\l»il»¢»Q»hllu¢l»¢\-¢l»¢l»\»¢»en»»»

ac



Remit To : Aquatic Consulting & Testing, Inc.
p.o. Box 151 o
Tempe, Arizona 85280-1510
(480) 921-8044

Analysis Name Quam Unit Price Total Price
éhlitrate +Nitrite N 2 $20.00 $40.00
Arsenic 2 $15.00 $30.00
Invoice Total $ 70.00

INVOICE

Invoice Number:
Invoice Date:
P.O. -Number:

Project Name:

O65 12748
September 6, 2006
c.o .c .
11-060

Client: H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples: BN06909 BN06910
D5/15/DS
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Remit To : Aquatic Consulting & Testing, Inc.
p.o. Box 1510
Tempe, Arizona 85280-1510
(480) 92t -8044

Analysis Name Quant' Unit Price Total Price
Total Coliform, Colbert 16 $25.00 $400. OO
Invoice Total $400.00

Samples:

Client:

BN08843 BN08844 BN08845 BN08846 BN08847 BN08848 BND8849 BN08850 BN08851"BN08852
BN08853 BN08854 BN08855 BN08856 BN08857 BN08858
08/D2/06

H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

I

INVOICE

5 " r" .
.* 4 -

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

Filn

065 12838
September 14, 2006
State Form 11-060
SDWA H20 Unit3
Phs.2

cc



Remit To: Aquatic Consulting & Testing, Inc.
P.O. Box 1510
Tempe, Arizona 85280-1510
(480) 921 -8044

Analysis Name Quantity Unit Price Total Price
Total Coliform, Colbert 8 $25.00 $200.00
Invoice Total $ 200.00

Samples:

Client:

BN08835 BN08836 BN08837 BN08838 BN08839 BN08840 BN08841 BN08842
08/02/06

H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf
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INVCICE

1

Invoice Number:
Invoice Date:
P.0. Number.

Project Name:

065 12837
September 14, 2006
State Form t 1-060
SDWA H2O Unit 2
Phs.2
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Remit To : Aquatic Consulting & Testing, Inc.
p.o. Box 1510
Tempe, Arizona 85280-1510
(480) 921-8044

Analysis Name Quanta Unit Price Total Price
Total Coliform, Colilert 2 $25.00 $50.00
invoice Total $ 50.00

1

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:.

065 12839
September 14, 2008
C.O.C.
Castlegate

Client: H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples: BN09295 BN09296
08/10/06
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Remit To : Aquatic Consulting & Testing, Inc.
p.o. Box 1510
Tempe, Arizona 85288-151 o
(480) 921 -8044

.fimalysis Name Quant` Unit Price Total Price
"9Frihalc>methanes, Tota! 1 $150.00 $150.00
Hakzacetic Acids 1 $200.00 $200.00
Invoice Total $350.00

INVDICE

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

us 12966
September 28, 2006
C.O.C.
pos #07-904.

Client: H20, Inc.
41582 N. Schnepf Road
Queen Creek, AZ 8524-2

Don Schnepf

Samples: BN09475
08/16106 /W C
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Remit To : Aquatic Consulting & Testing, inc.
P.O. Box 1510
Tempe, Arizona 85280-1510
(480) 921 -8044

Analysis Name Quanta Unit Price Total Price
NNitrate + Nitrite - 4 $20.00 $80.00

Arsenic 4 $15.00 $60.00
Trihalomethanes, Total 6 $150.00 $900.00
Haloacetic Acids 6 $200.00 $1,200.00
Invoice Total $2,240.00

INVOICE

Invoice Number:
Invoice Date:
p.o. Number:

Project Name.:

065 12965
September 28, 2006
C.O.C.
PWS #11-060

Client: H2C, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf
/

*fr r

Samples: BN08060 BN08Q5g BN09300 BN093D1 BN09469 BN09470 BN09471 BN09472 BN09473 BN09474
07/13/06
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Remit To: Aquatic Consulting & Testing, Inc.
p.o. Box 1510
Tempe, Arizona 85280-1510
(480) 921 -8044

Analysis Name Quantity Unit Price Total Price
Nitrate + Nitrite - N 2 $20.00 $40. OU
Arsenic 2 $15.00 $30. 00
Invoice Total $ 70.00

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

Prgjgggt .N3M€I

065 13008
Dctober 3, 2006
C.O.C.
PWS#11-060

Client: H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples: BN10544 BN10545
09/12/06
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Remit To: Aquatic Consulting & Testing, inc.
P.O. Box 1510
Tempe, Arizona 85280-1510
(480) 821-8044

Analysis Name Quantity Unit Price TotalPrice
Trihalomethanes, Total 1 $150.00 $150.00
Haioaoetic Acids 1 s2ocmoo $200.00
Invoice Total $350.00

Samples:

Client:

BN09952
08/29/06

HZO, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

.Project .Name:

,9

065 13119
October 25, 2006
C.O.C.
DWAnalysis

nm: re' MPI \'maTn§am8

QS
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Remit To: Aquatic Consulting & Testing, Inc.
P;O. Box 1510
Tempe, Arizona 85280-1510
(480) 821-8044

Analysis Name Quam l Unit Price Total Price
Lead 37 $t5.00 $555.00
Copper 37 $15.00 $555.00
Invoice Total $1,110.00

r

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

065 13118
October 25, 2006
SDWA 11-060 PB & CU
11-060

Client: H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples- BN08022 BN08023 BN08024 BN08025 BN08026 BN08027 BN08028 BN08029 BN08030 BN08031
Bn08os2 BN08033 BND8034 BN08035 BN08036 Bno8os7 BN08038 BN08039 BN08040 BN08041
BN08042 BN08043 BN08044 BN08045 BND8046 BN08047 BN08048 BN08049 BN08050 BN08051
BN08052 BND8053 BN08054 BN08055 BN08058 BN08057 BN08058
07/13/06
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Remit To : Aquatic Consulting & Testing, inc.
p.o. Box 1510
Tempe, Arizona 85288-1510
(480) 921-8o44

Analysis Name Quantity Unit Price TotalPrice
Total Coliform, Coliiert 37 $1 Q 00 $370.00
Invoice Tata! $ 370.00

Samples:

Client:

3" Quarter 2006

H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

/

INVOICE

/
p

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

065 13284
November 6, 2006
State Form 11-060
SDWA~H2O Inc

I

C342



Remit To: Aquatic Consulting & Testing, inc.
p.o. Box 1510
Tempe, Arizona 85280-1510
(480) 921 -8044

Analysis Name Quan Unit Price Total Price
Total Coliform, Coiiiert 9 $10.00 $90.00
Invoice Total $ 90,00

I
r

INVOICE

Invoice Number:
Invoice Date:
p.o. Number:

Project Name:

065 13268
November 6, 2006
State Form 07-904
SDWA H20 Inc

Client: Hoc, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples: BN08006 BN08007 BN08008 BN09297 BN09298 BN09299 BN10541 BN10542 BN10543
SM Quarter 2006

n'Né /`



Remit To : Aquatic Consulting & Testing, inc.
P.O. Box 1510
Tempe, Arizona 85z8c-1510
(480) 921 -8044

Analysis Name Quanti Unit Price Total Price
Nitrate + Nitrite - N 1 $20.00 $20.00
Arsenic 1 $15.00 $15.00
Invoice Total $ 35.00

INVCICE

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

065 13479
November 27, 2006
C.O.C.
#11-060

Ciientz H20, Inc.
41502 n. Schnepf Road
Queen Creek, AZ 85242

Samples: BN12033
10/10/06

Don Sehnepf

ac

£4

»xi*=~'*'



n
Ami o : aquatic Consulting 8= Testing, Inc.

P.O. Box 1510
Tempe, Arizona 85280-1510
(480) 921 -8044

Analysis Name Quantity Unit Price Total Price
Nitrate + Nitrite - N 2 $20.00 $40.00
Arsenic 2 $15.00 $30. OF
Invoice Total $ 7o.o0

-

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

065 13523
December 4, 2006
C.O.C. I
11-060

Client: H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples: BN13088 BN13089
11/06/06
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Remit To: Aquatic Consulting & Testing, Inc.
p.o. Box 1510
Tempe, Arizona 85280-1510
(480) 921 -8044

Analysis Name Quantity Unit Price Total Price
Nitrate + Nitrite - N t $60.00 $60. 00
Arsenic 1 $45.00 $45. 00
Total Coliform, Colbert 2 $25.00 $50. 00
Invoice Total $ 155.00

L

INVOICE

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

065 13592
December 11, 2006
C.O.C.
11-060

~Client: H20, Inc.
41502 n. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples: BN13909 BN13910 BN13911
11/30/06 »
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Remit To: Aquatic Consulting & Testing, Inc.
p.o. Box 1510
Tempe, Arizona 85280-1510
(480) 921 -8o44

Analysis Name Quantity Unit Price Total Price
Nitrate + Nitrite - N 2 $28.00 $40.00
Invoice Total $ 4o.00

r

invoice

Invoice Number:
Invoice Date:
P.O. Number:

Project Name:

065 13616
December 14, 2006
C.O.C.
PWS #11-060

Client: H20, Inc.
41502 N. Schnepf Road
Queen Creek, AZ 85242

Don Schnepf

Samples: BN09467 BND9468
08/t6/06
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H20, Inc. Sheet No. 1

DOCKET W-02234 Canceling Sheet No.

Applies to all WATER service areas

PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

I. CURTAILMENT PLAN FOR H20, Inc

ADEQ Public Water System Number: AZ0411-060

H20, Inc. ("Colnpany") is authorized to curtail water service to all customers, within its
certificated area under the terms and conditions listed in this tariff.

This curtailment plan shall become part of the Arizona Department of Environmental Quality
Emergency Operations Plan, and the Drought Preparedness Plan and Water Conservation Plan to
the Arizona Department of Water Resources applicable to the Company.

The Company shall provide a copy of the curtailment tariff to any customer, upon request.

Stage 1 Exists When:

Company is able to maintain water storage in the system at 100 percent of capacity and there are
no known problems with its well production or water storage in the system.

Restrictions: Under Stage 1, Company is deemed to be operating nonnally and no
curtailment is necessary.

Notice Requirements: Under Stage 1, no notice is necessary.

Issued: January 16, 2007 Effective: February 16, 2007
ISSUED BY:

Donald L. Schnepf, President
H20, Inc.

42520 North Schnepf Road
Queen Creek, Arizona 85242

43032.00000.233 ATTACHMENT 9



HZO, Ire. Sheet No. 2

DOCKET W-02234 Canceling Sheet No.

Applies to all WATER service areas

PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

Stage 2 Exists When:

Company's water storage or well production has been less than 80 percent of capacity for
at least 48 consecutive hours, and

b. Company has identified issues such as steadily declining water table, an increased draw-
down threatening pump operations, or poor water production creating a reasonable belief
the Company will be unable to meet anticipated water demand on a sustained basis.

c.
Restrictions: Under Stage 2, the Company may request the customers to voluntarily
employ water conservation measures to reduce water consumption by approximately 50
percent. Outside watering should be limited to essential water, dividing outside watering
on some uniform basis (such as even and odd days) and eliminating outside watering on
weekends and holidays.

Notice Requirements: Under Stage 2, the Company is required to notify customers by
delivering written notice door to door at each service address, or by United States first
class mail to the billing address or, at the Company's option both. Such notice shall notify
the customers of the general nature of the problem and the need to conserve water.

Issued: January 16, 2007 Effective: February 16, 2007
ISSUED BY:

Donald L. Schnepf, President
H20, Inc.

42520 North Schnepf Road
Queen Creek, Arizona 85242

a.

43032.00000.233



HZO, Inc. Sheet No . 3

DOCKET W-02234 Canceling Sheet No.

Applies to all WATER service areas

PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

Stage 3 Exists When:
Company's total water storage or well production has been less than 50 percent of capacity
for at least 24 consecutive hours, and

Company has identified issues such as a steadily declining water table, increased draw
down threatening pump operations, or poor water production, creating a reasonable belief
the Company will be unable to meet anticipated water demand on a sustained basis.

Restrictions: Under Stage 3, Company shall request the customer to voluntarily employ
water conservation measures to reduce daily consumption by approximately 50 percent.
All outside watering should be eliminated, except livestock, and indoor water conservation
techniques should be employed whenever possible. Standpipe service shall be suspended.

Notice Requirements:
1. Company is required to notify customers by delivering written notice to each

service address, or by United States first class mail to the billing address or, at the
Company's option both. Such Notice shall notify the customers of the general
nature of the problem and the need to conserve water.

Beginning with Stage 3, Company shall post at least four signs showing the
curtailment stage. Signs shall be posted at noticeable locations, like at the well
sites and at the entrance to the major subdivision served by the Company.

Issued: January 16, 2007 Effective: February 16, 2007
ISSUED BY:

Donald L. Schnepf, President
H20, Inc.

42520 North Schnepf Road
Queen Creek, Arizona 85242

b.

a.

43032.00000.233

2.



H20, Inc. Sheet No. 4

DOCKET W-02234 Canceling Sheet No.

Applies to all WATER service areas

PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

3. Company shall notify the Consumer Services Section of the Utilities Division of the
Corporation Commission at least 12 hours prior to entering Stage 3.

Once Stage 3 has been reached, the Company must begin to augment the supply of water by either
hauling or through an emergency interconnect with an approved water supply in an attempt to
maintain the curtailment at a level no higher than Stage 3 until a permanent solution has been
implemented.

Stage 4 Exists When:
Company's total water storage or well production has been less than 25 percent of capacity
for at least 12 consecutive hours, and

Company has identified issues such as a steadily declining water table, increased draw
down threatening pump operations, or poor water production, creating a reasonable belief
the Company will be unable to meet anticipated water demand on a sustained basis.

Restrictions: Under Stage 4, Company shall inform the customers of a mandatory
restriction to employ water conservation measures to reduce daily consumption. Failure to
comply will result in customer disconnection. The following uses of water shall be
prohibited:

Issued: January 16, 2007 Effective: February 16, 2007
ISSUED BY:

Donald L. Schnepf, President
H20, Inc.

42520 North Schnepf Road
Queen Creek, Arizona 85242

a.

b.

43032.00000.233



HZO, Inc. SheetNo. 5

DOCKET W-02234 Canceling Sheet No.

Applies to all WATER service areas

PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

4
4
4
4
4
4
4
4

Irrigation of outdoor lawns, trees, shrubs, or any plant life is prohibited
Washing of any vehicle is prohibited
The use of water for dust control or any outdoor cleaning uses is prohibited
The use of drip or misting systems of any kind is prohibited
The filling of any swimming pool, spas, fountains or ornamental pools is prohibited
The use of construction water is prohibited
Restaurant patrons shall be served water only upon request
Any other water intensive activity is prohibited

The Company's operation of its standpipe service is prohibited. The addition of new
service lines and meter installations is prohibited.

Notice Requirements:
1. Company is required to notify customers by delivering written notice to each

service address, or by United States first class mail to the billing address or, at the
Company's option, both. Such notice shall notify the customers of the general
nature of the problem and the need to conserve water.

Company shall post at least four (4) signs showing curtailment stage. Signs shall
be posted at noticeable locations, like at the well sites and at the entrance to the
major subdivision served by the Company.

Company shall notify the Consumer Services Section of the Utilities Division of
the Corporation Commission at least 12 hours prior to entering Stage 4.

Issued: January 16, 2007 Effective: February 16, 2007
ISSUED BY:

Donald L. Schnepf, President
H20, Inc.

42520 North Schnepf Road
Queen Creek, Arizona 85242

43032.00000.233

2.

3.



H20, Inc. Sheet No. 6

DOCKET W-02234 Canceling Sheet No.

Applies to all WATER service areas

PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

Customers who fail to comply with cessation of outdoor use provisions will be given a written
notice to end all outdoor use. Failure to comply with in two (2) working days of receipt of the
notice will result in temporary loss of service until an agreement can be made to end unauthorized
use of outdoor water. To restore service, the customer shall be required to pay all authorized
reconnection fees. If a customer believes he/she has been disconnected in error, the customer may
contact the Commission's Consumer Services Section at 1-800-222-7000 to initiate an
investigation.

Once Stage 4 has been reached, the Company must augment the supply of water by hauling or
through an emergency interconnect from an approved supply or must otherwise provide
emergency drinking water for its customers Lentil a permanent solution has been implemented.

Issued: January 16, 2007 Effective: February 16, 2007
ISSUED BY:

Donald L. Schnepf, President
H20, Inc.

42520 North Schnepf Road
Queen Creek, Arizona 85242

43032.00000.233



TARIFF SCHEDULE
H20, INC. Mesa,Arfzona
Filed by:
Title:
Date of Original Filing:
Telephone No.
System DEQ#:

Donald Schnepf
President
May 26,1994
480-491-6971
11-060

A.C.C. DOCKET no.
Canceiing A.C.C. No.
Decision No.
Fiied:
Effective:

U-2234-94-230
(not applicable)

58641
May 26,1994
June 1,1994

CROSS-CONNECTION CONTROL
PURPOSE:

To protect the public water supply in each of H20, lnc.'s water systems from the possibility of contamination caused by
backflow through unprotected cross-connections by requiring the installation and periodic testing of backflow-prevention assemblies
pursuant to the provisions of the Arizona Administrative Code, Title 14, Chapter 2, Section 405.B.6 as adopted by the Arizona
Corporation Commission, and Title 18, Chapter 4, Section 232, as adopted by the Arizona Department of Environmental Quality.

InspEcT/ons:

The customer shall cooperate fully with H20, Inc., in its efforts to investigate and determine the degree of potential health
hazard to the public water supply which may result from conditions existing on the customers premises.

REQUIREMEN TS:

In compliance with the Rules and Regulations of the Arizona Corporation Commission and the Arizona Department of
Environmental Quality, specifically A.C.C. R14-2A05.B.6 and A.A.C. R18A-232 relating to backflow prevention:

H20, inc., may require a customer to pay for and install, maintain, test and repair a backflow-prevention assembly if
A.A.C. R18-4-232.B or C applies.

A backflow-prevention assembly required to be installed by the customer under this tariff shall comply with the requirements
set forth in A.A.C. R18-4-232.D and E.

H20, Inc., shall give any customer who is required to install and/or test a backflow-prevention assembly written notice of said
requirement. If A.A.C. R14-2-410.B.1 .a. is not applicable, the customer shall be given thirty (30) days in which to comply with
this notice. If the customer can show good cause as to why he cannot install the device within thirty (30) days, H20, inc., or
the Arizona Corporation Commission Staff may grant additional time for this requirement.

Testing shall be in conformance with the requirements of A.A.C. Rl8-4-232.F. H20, Inc., shall not require an unreasonable
number of tests.

The customer shall provide H20, Inc., with records of installation and testing. For each backflow-prevention assembly, these
records shall include:

a.
b.
c.
d.
e.

assembly identification number and description,
location,
date(s) of test(s),
description of repairs made by tester, and
testers name and certificate number.

DISCONTINUANCE OF SERVICE:

In accordance with A.A.C. R14-2407 and 410 and provisions of this tariff, H20, Inc., may terminate service or deny service to
a customer who fails to install and/or test a backflow-prevention assembly as required by this tariff.

In the event the backflow-prevention assembly has not been installed or fails any test and A.A.C. R14-2-410.B.1.a. is
applicable, H20, Inc., may terminate service immediately and without notice. The backflow-prevention assembly shall be
installed and repaired by the customer and retested before service is restored.

In the event the backflow-prevention assembly has not been installed or fails any test and A.A.C. R14-2-410.B.1 .a. is not
applicable, the backflow-prevention assembly shall be installed and/or repaired by the customer and retested within fourteen
(14) days of written notice by H20, Inc. Failure to install or to remedy the deficiency or dysfunction of the assembly. or failure
to retest shall be grounds for termination of water utility service in accordance with A.A.C. R14-2-410.

2.

3.

4.

1.

5.

A.

\H20\ACC\Tariff BFSch

B.
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Thomas J. Bourassa
CERTIFIED PUBLIC ACCOUNTANT

139 W Wood Drive
Phoenix, Arizona 85029
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Dennis Rogers
Utilities Division
Arizona Corporation Commission
1200 W, Washington Street
Phoenix, Arizona 85007-2927

Re: H20, Inc
Docket No. W-02234A~07-0557

Dear Mr. Rogers:
D

Attached are revisions to the A-l,B-1, B-2, C-l, H-l, H~2, and H-3 schedules in
the above referenced matter. As previously discussed with you and Mr. Aladi, these
revisions reflect a change to deferred income taxes, and accumulated depreciation

If you have any questions, please call me at 602-246-7150.

Sincere

As. .l

h017h21S J Bourassa

»
Q

IL A

\. i

cc: Richard Sallquist, Esq. Sallquist, 15ru1 mond, and O'Connor
Donald Schnepf, President, HZO, Inc.
file

Qf1]C(-.;j 602,246-71 50 Fax: 602-246-1040 Ljbl l4@coxnet



H20, Inc. Docket W-2234A-07-0557
Test Year Ended December 31, 2006

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Schedule A-1
Page 1
Witness: Bourassa
REVISED 12-18-2008Line

No .
Fair Value Rate Base $ 1,944,185

296,353Adjusted Operating Income

Current Rate of Return 15.24%

Required Operating Income

Required Rate of Return on Fair Value Rate Base

$ 199,823

10.28%

Operating Income Deficiency

Gross Revenue Conversion Factor

$ (96,530)

1.6043

Adjusted Test Year Revenues
Increase in Gross Revenue Requirement
Revenue Requirement

$
$
$

3,379,767
(154,861)

3,224,906

% Increase -4.58%

Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Customer
Classification
Residential
5/8 Inch
3/4 Inch
1 Inch
1.5 Inch

$ 55,280
1,997,926

184,593
20,856
2,065

$ 46,275
1,945,172

162,914
17,589
1.668

$ (9,006)
(52,755)
(21 ,680)
(3,267)

(397)2 Inch
Commercial

$ $2,299
8.400
5,055
1 ,785

80,656
55,378

2,129
8.273
4,457
1,458

72,178
49,161

(170)
(127)
(598)
(327)

(8,478)
(6,217)

*

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
Irrigation
3/4 Inch
1 Inch
1.5 Inch
2 Inch

$ 3,020
41 ,891
32,643

335,174

$ 2,962
39,196
29,547

306,947

$ (58)
(2,695)
(3,095)

(28,227)
Construction

$ $

-16.29%
-2.64%

-1174%
-15.67%
_19.20%

0.00%
-7.40%
-1 .51 %

-1 1 .83%
-18.34%
-10.51%
-11 .23%

0.00%
-1 .91%
-6.43%
-9.48%
-8.42%
0.00%

-4.84%
-8.36%
-4.93%

2 Inch
3 Inch
Subtotal $

16,707
67,721

2,911,450

$

$

15,898
62,059

2,767,883 $

(809)
(5,662)

(143,568)

Revenue Annualization
GL Reconciliation
Subtotal $

262,954
(3,335)

3,171 ,070 $

247,838
488

3,016,208 $

(15,117)
3,823

(154,861)

-5.75%
-114.63%

-4.88%

Other Water Revenues 208,697

$ 3,379,767 as

208,697

3,224,905 $

0.00%
0.00%

-4.58%Total of Water Revenues (a) (t54,861)

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

53
54
55
56
57
58

SUPPORTING SCHEDULES:
B-1
C-1
C-3
H-1

I



Docket W-02234A-07-0_57

H20, Inc.
Test Year Ended December 31, 2006

Summary of Rate Base

Exhibit
Schedule B-1
Page 1
Witness: Bourassa
REVISED 12-18-2008

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation .

$ 12,987,344
1 ,491 ,666

$ 12,987,344
1 ,491 ,hes

Net Utility Plant in Service $ 11,495,678 $ 11,495,678

3,031,454 3,031 ,454

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction (ciAo)

Accumulated Amortization (CIAC)
Customer Meter Deposits
Deferred Income Tax Liability (Asset)

6,449,776
(683,565)

1 ,600,755
(846,927)

6,449,776
(683,565)

1,600,755
(846,927)

Plus:
Unamortized Finance
Charges

Allowance for Working Capital

Total Rate Base $ 1,944,185 $ 1,944,185

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

SUPPORTING SCHEDULES:
B-2
B-3
B-5
E-1



Docket W-02234A-07-0557

H20, Inc.
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments

Exhibit
Schedule B-2
Page 1
Witness: Bourassa
REVISED 12-18-2008

Actual
at

End of
Test Year

Proforma Adjustments
Label Amount

Adjusted
at end

of
Test Year

Gross Utility
P!ar1t in Service $ 12,987,344 $ 12,987,344

Less:
Accumulated
Depreciation 1 ,442,004 1 49,663 1,491,666

Net Utility Plant
in Service $ 11,545,340 $ 11,495,678

Less:
Advances in Aid of
Construction 3,065,859 Cb (34,405) 3,031,454

Contributions in Aid of
Construction 9,271,032 2a/3a/4 (2,821,256) 6,449,776

Accumulated Amortization CIAC Cb (683,565) (683,565)

1,600,755Customer Refundable Meter Deposits
Deferred income Tax Liability (Asset) 5 (846,927)

1,600,755
(846,927)

Plus:
Unamortized Finance
Charges

Working capital

Total $ (2,392,307) $ 1,944,185

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES:
B-2, pages 2-4 revised 12/08/2008
E-1

RECAP SCHEDULES:
B-1



Docket W-02234A-07-0557

H20, Inc.
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment 1

Exhibit
Schedule B-2
Page 2
Witness: Bourassa
REVISED 12-18-2008

Accumulated Depreciiation Adjustment

Computed Balance
Balance per Company Schedule E-1
Difference

$

$

1 ,491 ,666
1 ,442,004

49,663

Increase (Decrease) to Accumulated Depreciation $ 49,663

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES
B-2, pages 2.1 -2.16 revised 12/08/2008
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Docekt W-02234A-07-0557

H20, Inc.
Test Year Ended December 31, 2006

Deferred Income Taxes

Exhibit
Schedule B-2
Page 5
Revised 12-18-2008

Deferred Tax Analysis
December 31 s 2006

Accounting basis at end of year (Note 1)

Tax basis of capital assets at end of year (Note 1)

$

Timing Difference

Tax rate

$

6,040,793

3,835,234

(2,205,559)

34.90%

Defered tax Iiabiiity [1]

AIAC End of Year (Accounting Basis)

AIAC End of Year (Tax Basis)

$

$

(769,764)

(4,632,209)

4,632,209Timing Difference

Tax rate 34.90%

Defered tax asset [2] $ 1,616,691

Net Deferred Tax Asset (Liability) [3]=[1] plus [2] $ 846,927

Note 1 - Calculation of Plant Book and Tax Basis

Tax Book
$

Line
No.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

27
28
29
30
31
32
33
34
35
36
37

38

Plant in Service (from B-2)
CIAC (from B-2)
Amory. on CIAC (From B-2)
Asset Cost
Acc um. Depr. (from B-2)

NBV

$

$

4,933,687
(1 ,098,453)
3,835,234

$

$

12,987,344
(6,449,776)

683,565
7,221 ,133

(1 ,180,340)
6,040,793



Docket W-02234A-07-0557

H20, Inc.
Test Year Ended December 31, 2006

Computation of Working Capital

Exhibit
Schedule B-5
Page 1
Witness: Bourassa
REVISED 12-18-2008

$ 238,968
10,579

3,241

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Material and Supplies Inventories
Prepayments 8,127

Total Working Capital Allowance $ 260,916

Working Capital Requested $

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17

SUPPORTING SCHEDULES:
E-1

RECAP SCHEDULES:
B-1



H20, Inc. W-02234A-07-0557
Test Year Ended December 31, 2006

Income Statement

Exhibit
Schedule c-1
Page 1
Witness: Bourassa
REVISED 12-18-2008

Test Year
Book

Results Label Adjustment

Test Year
Adjusted
Results

Proposed
Rate

Increase

Adjusted
with Rate
Increase

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 2,908,115 4 $ 262,954 $ 3,171,070 $ (154,861) $ 3,016.209

208,697
3,116,813 SB 262.954 $

208,697
3,379,767 $ (154,861) $

208,697
3,224,906

Operating Expenses
$

$ pa 55,443 $ $

6 21,852

7/8
11

4,125
(200,000)

Cb
3

33,394
27,218

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office SuppIies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

735,250
77,793

232,041
4,229

159,792
70,995

266,331
12,289

175,063
214,459

52,245
27,819
12,782

187,311
322,570

80,959
74,994

3,600

1

Q c

2

1 2

148,674
(17,957)
122,411
167.732

790,693
77,793

253,894
4,229

169,792
75,119
66,331
12,289

175,063
214,459

52,245
61,213
40,000

187,311
471,243

63,002
197,405
171 ,332 (58,332)

790,693
77,793

253,894
4,229

169,792
75,119
66,331
12,289

175,063
214,459

52,245
61,213
40,000

187,311
471,243

63,002
197,405
113,001

$

$

2,720,522
396,290

$

$

362,892 $

(99,937) $

3,083,414
296,353

$

$

(58,332) $

(96,529) $

3,025,082
199,823

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

28,783

(15,864)

5a
5b
10
ad

(28,783)

3.038 (12,826) (12,826)

Total Other Income (Expense)
Net Profit (Loss)

$
$

12,920
409,210

$ (25,745) $
$ (125,683) $

(12,826) $
283,527 $

- $
(96,529) $

(12,826)
186,998

Line
No,

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
2 9
30
31
32
33
34
35
36
37
38
39

SUPPORTING SCHEDULES:
C-2
E-2

RECAP SCHEDULESi
A-1
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DocketW-02234A-07-0557

H20, Inc.
Test Year Ended December 31, 2006

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Schedule C-2
Page 2
Witness: Bourassa
REVISED 12.18-2008

Line

M

Original
Cost

Proposed
Rate

Depreciation
Expense

131,452
7,954

538,179 17,921

255,856 8,520

4,437,582
51,404

2,706,417
1 ,647,121

207,500
2,290,426

45,343

554,698
1 ,712

60,082
32,942

6,910
190,793

907

90,771
121,240

6,054
24,248

52,616 2,631

29,569
224,500

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%

12.50%
3.33%
2.22%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%

20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

1 .478
22,450

Account

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory/ Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant 149,414 14.941

TOTALS $ 12,987,344 $ 946,288

$ 6,449,776 7.3653% $ (475,045)

$ 471 ,243

322,570

148,674

1 Depreciation Expense
2
3
4
5
6
7
8
9
10
11
'12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37 Less; Amory. of Contributions - Adjusted Balance End of W
38
39 Total Depreciation Expense
40
41 Test Year Depreciation Expense
42
43 increase (decrease) in Depreciation Expense

44
45 Adjustment to Revenues and/or Expenses

46

$ 148,674
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H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Schedule C-2
Page 3
Witness: Bourassa
REVISED 12-18-2008

$

$
$

3,379,767
3,379,767
3,224,906
3,328,147
6,656,293

$

9,231

$ 6,647,063
23.00%

1,528,824
12.8467%

196,403
1 ,002

$

$

197,405
74,994

122,411

Line

u
1 Adiust Propertv Taxes to Reflect Proposed Revenues:
2
3 Adjusted Revenues in year ended 12/31/2006
4 Adjusted Revenues in year ended 12/31/2006
5 Proposed Revenues
6 Average of three year's of revenue
7 Average of three year's of revenue, times 2
8 Add:
9 Construction Work in Progess at 10%

10 Deduct:
11 Book Value of Transportation Equipment
12
13 Full Cash Value
14 Assessment Ratio
15 Assessed Value
16 Property Tax Rate
17
18 Property Tax
19 Tax on Parcels
20
21 Total Property Tax at Proposed Rates
22 Property Taxes in the test year
23 Change in Property Taxes

24
25
26 Adjustment to Revenues and/or Expenses
27
28

$ 122,411



Docket W-02234A-07-0-57

H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Schedule C-2
Page 5
Witness: Bourassa
REVISED 12-18-2008

Line

$ 262,954

$ 262,954

1 Revenue Annualization
2
3
4 Revenue Annualization
5
6
7
8 Total Revenue from Annualization

9
10
11 Adjustment to Revenue and/or Expense

12
13 SUPPORTING SCHEDULES
14 C-2 , pages 5.1 to 5.15
15 H-1
16
17
18
19
20

$ 262,954
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Docket W-02234A-07-0-57

H20, Inc.
Test Year Ended December 31 , 2006

Adjustment to Revenues and Expenses
Adjustment Number 10

Exhibit
Schedule C-2
Page 11
Witness: Bourassa
REVISED12-18-2008

Line
N;

1 Interest Svnchronization With Rate Base
2
3

\

$ 1,944,185
0.66%

$ 12,826

$ 15,864

4 Fair Value Rate Base
5 Weighted Cost of Debt from D-1
6 Synchronized Interest
7
8 Test Year Interest Expense
9

10 Increase (decrease) in Interest Expense
11
12 Adjustment to Revenue and/or Expense

13
14
15
16
17
18
19
20

$

$

(3,038)

3,038



DocektW-022f84A-07-0557

H20, Inc.
Test Year Ended December 31, 2006

Computation of Gross Revenue Conversion Factor

Exhibit
Schedule C-3
Page 1
V\htness: Bourassa
REVISED 12-18-2008

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
30.70%

State Income Taxes 6.97%

Other Taxes and Expenses 0.00%

37.67%Total Tax Percentage

Operating \income % = 100% - Tax Percentage 62.33°/>

Gross Revenue Conversion Factor1

Operating Income % 1 .6043

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-1
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1.

Q,

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

Q- HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE

INSTANT CASE?

Yes, my direct testimony was submitted in support of the initial application filed

on October 1, 2007 and amended on May 13, 2008. There were two volumes, one

addressing rate base, income statement and rate design, and the other addressing

cost of capital.

Q. WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMCNY?

I will provide rebuttal testimony in response to the direct filings by Arizona

Corporation Commission Utilities Division Staff ("Staff"). More specifically, this

first volume of my rebuttal testimony relates to rate base, income statement and

rate design for HZO, Inc. ("Company" or "H20"). In a second, separate volume

of my testimony, I also present an update to the Company's requested cost of

capital and rate of return applied to the fair value rate base, and the determination

of operating income .

Q. WHAT IS THE RETURN ON RATE BASE THE COMPANY IS

REQUESTING IN ITS REBUTTAL FILING?

The Company is requesting a return of 11.45 percent.

1

2

3

4

5 A.

6

7

8

9 A.

10

11

12

13

14 A.

15

16

17

18

19

20

21

22

23 A.

24

25

Q- WHAT IS THE REVENUE REQUIREMENT ADJUSTMENT THAT THE

COMPANY IS PROPOSING IN ITS REBUTTAL FILING?

1



The Company is requesting a decrease in revenues of $134,153, a decrease of 3.97

percent for a total revenue requirement of $3,244,489

Q- HOW DOES THIS COMPARE WITH THE COMPANY'S DIRECT

FILING?

In the direct filing, the Company requested a decrease in revenues of $154,861, a

decrease of 4.58% for a total revenue requirement of $3,224,906

Q- WHY IS THE REVENUE REQUIREMENT IN THE REBUTTAL FILING

HIGHER THAN IN THE DIRECT FILING?

While the Company has adopted a number of adjustments recommended by Staff

and RUCO, as well as proposed a number of adjustments of its own, the

Company's proposed rebuttal rate of return is higher primarily due to my updated

cost of capital analysis.

Specifically, the Company's rebuttal tiling reflects a decrease in proposed

operating expenses of $15,894 to a total of $3,067,520. Similarly, due to various

adj ustments, H20's rebuttal Original Cost Rate Base ("OCRB") and Fair Value

Rate Base ("FVRB") have increased. The OCRB increased by $51,510 from the

direct filing of $1,944,185 to $1,995,695. The Company continues to request that

its OCRB be treated as its FVRB. So, the FVRB increased by $51,510 to

$1,995,695.

11.

Q-

REVENUE REQUIREMENT.

WHAT ARE THE REVENUE REQUIREMENTS AND RATE INCREASES

FOR THE COMPANY, STAFF, AND RUCO?

1 A.

2

3

4

5 A.

6

7

8

9 A.

10

11

12

13

14

15

16

17

18

19

20

21

22

23 A.

24

25

The proposed revenue requirements and proposed rate increases are as follows:

2



Revenue Requirement Revenue Inch.

Company-Direct] $3,224,906 $(154,861)

sraffl $3,218,705 $(159,937)

Company Rebuttal $3 ,244,489 $(135 , 153)

% Increase

-4.58%

-4.73%

-3.97%

Q- WHAT IS THE COMPANY'S PROPOSED RATE OF RETURN?

The Company is proposing a rate of return on equity of 11 .45%. This is based on

the weighted average cost of capital. I discuss the Company's proposed rate of

return and my cost of capital in the second volume of my rebuttal testimony.

Q. IS STAFF RECOMMENDING A RETURN ON RATE BASE?

No. Staff is proposing a negative rate base and is proposing an operating margin

approach as a result.3 As I will discuss, Staff and the Company are in

disagreement on the treatment of unexpended hook-up fees ("HUFs") in rate base

as CIAC. In fact, this is the only major rate base and/or income statement

disagreement. By including unexpended HUF's in rate base as CIAC, Staff

Company's rate base is negative.

Q- IT APPEARS THAT STAFF AND THE COMPANY ARE NOT THAT FAR

APART ON THE REVENUE REQUIERMENT AND RATE DECREASE.

CORRECT?

1

2

3

4

5

6

7 A .

8

9

10

11 A .

12

13

14

15

16

17

18

19

20 A .

21

22

23

24 1 As amended on December 18,2008.

2 5 2 Per Staff Schedule BCA- I

3 Staffis proposing a 10 percent operating margin.

Yes. But, we get there in very different ways. Staff is proposing an operating

margin approach as opposed to a rate of return approach by the Company. The

Company has adopted nearly all of Staff" s proposed expense adjustments and

3



levels of expense. Staff and the Company are different on the level of proposed

property taxes and depreciation. For property taxes, Staff and the Company are

within a few thousand dailies of each other and are different primarily due to

differences in the amount of proposed revenues. For depreciation, both the

Company and Staff agree on the amount of plant-in-service but differ on the

amount of CIAC. The amount of CIAC amortization is the primary difference in

the parties proposed depreciation expense. The difference in depreciation is

approximately $195,853 ($457.035 for the Company and $261,181 for Staff).

The bottom line is the Company believes that its filing represents a more

realistic relationship between rate base, revenues and expenses for the test year

while Staff' s does not. The differences in approaches are not as apparent on the

surface. While Staff' s proposed operating income is higher at $32l,8714

compared to the Company's at $228,6145, there is a appreciable difference in cash

flows. Cash flows before debt service and taxes for Staff is approximately

$749,641 ($321,871 of operating income plus $166,589 for income taxes plus

$26l,18 lot depreciation) while for the Company it is approximately $822,351

($228,614 of operating income plus $136,664 of income taxes plus $457,073 of

depreciation). The difference in cash flows is approximately $73,000. This

difference has significance for a relatively small utility such as HZO.

111.

Q.

RATE BASE.

WOULD YOU PLEASE IDENTIFY THE PARTIES' RESPECTIVE RATE

BASE RECOMMENDATIONS AT THIS STAGE OF THE PROCEEDING?

1

2

3

4

5

6

7

8

9

1 0

11

12

13

14

15

16

17

18

19

2 0

2 1

2 2

23 A .

2 4 4 See Staff Schedule BCA-1.

2 5 5 See Rebuttal Schedule A-1.

The rate bases proposed by all parties in the case are as follows :

4



Company-Direct

Staff

Company Rebuttal

OCRB

$1,944,185

EB (500,901)

$1,995,695

FVRB

$1,944,185

S (500,901)

$1,996,695

A. Plant-in-Service.

WOULD YOU PLEASE DISCUSS THE COMPANY'S PROPOSED

ORIGINAL COST RATE BASE, AND IDENTIFY ANY ADJUSTMENTS

YOU HAVE ACCEPTED FROM STAFF AND RUCO?

The Company's rebuttal rate base adjustments to OCRB are shown on rebuttal

schedules B-2, pages 2 through 6. Rebuttal schedule B-2, page 1, shows the

rebuttal OCRB. Rebuttal Schedule B-2, page 2, summarizes the adjustments made

to the OCRB .

Rebuttal B-2 adjustment number 1, as shown on B-2, page 3, adjusts plant-

in-service and reflects adoption of recommendations by both Staff. There is 1

proposed adjustment to plant-in-service that are reflected in columns labeled as

6gA79~

The Hrst adjustment (column A) on B-2, page 3, increases plant-in-service

for capitalized operating expenses. The Company is in agreement with Staff' s the

adjustment to plant-in-service.6

Q.

B. Accumulated Depreciation

HAS THE COMPANY PROPOSED AN ADJUSTMENT TO

ACCUMULATED DEPRECIATION?

1

2

3

4

5

6 Q,

7

8

9 A.

10

11

12

13

14

1 5

16

17

18

19

20

21

22

23 A.

24

25

Yes. Rebuttal OCRB adjustment number 2, as shown on Rebuttal Schedule B-2,

page 4, reflects changes to accumulated depreciation from the plant-in-service

6 See Direct Testimony of Brendan Aladi ("Aladi Direct") at 7.
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adjustments adopted in rebuttal OCRB adjustment number 1. There is only one

proposed adjustment to accumulated depreciation that is reflected in the columns

labeled as "A".

The first adjustment (column A), adjusts accumulated depreciation to the

recomputed amounts based on the adjustments adopted in OCRB adjustment

number 1. The detail of the re-computation of accumulated depreciation is shown

on Rebuttal Schedule B-2, pages 3.1 to 3. 16. The Company's adjustment to

accumulated depreciation of $6,120 agrees with Staff proposed adjustment to

accumulated depreciation.7

c . Contributions-in-aid of Construction ("CIAC") - Unexpended Hook-up
Fees and Construction-Work-in-Progress funded with Hook-up Fees

Q. DOES THE COMPANY AGREE WITH STAFF TO INCLUDE $2,360,596

OF UNEXPENDED CIAC AND $498,743 OF CIAC FUNDED

CONSTRUCTION WORK-IN-PROGRESS IN RATE BASE?

1

2

3

4

5

6

7

8

9

10

11

12

13

14
15 A.

16

17

18

19

20

21

22

23

24 7 Aladi Direct at 8.

2 5 8 The Company has not proposed to include any cwlp in rate base.

9 rd.

No. The Company does not agree. Staff proposed to include all unexpended

CIAC and CIAC current funding construction work-in-progress ("CWIP")8 in rate

base. The basis of Staffs reasoning is that the Company has use of these funds

regardless of whether it has expended the funds for plant.9 In the instant case, I

agree with Staff that monies collected from existing customers who are being

served with existing capacity should be credited with their HUF in rate base.

However, I disagree with inclusion of HUFs collected and to be used for future

customers who are not on the system and whose capacity that is necessary to serve

6



has not been constructed and reflected in rate base. However, this is no not the

case for most of the Company's unexpended CIAC (and CIAC funded CWIP).

Q. PLEASE EXPLAIN.

The Company typically collects hook-up fees ('HUFs")10 well in advance of

providing service to the customer(s) for whom the HUF is credited. The HUFs are

paid by developers when the Company agrees to provide service to the developer's

development. But, the development may take a year or more to begin. In the

meantime, the Company begins constructing new capacity to service the

development. The period of time between collecting the HUF, making the

necessary capital improvements to have capacity to serve, and the customer

connecting to the system can be well over a year or more. Consequently, not only

is the future customer who is credited with the HUF not present on the system, but

the plant required to serve the customer is also not constructed and placed into

service. Including the unexpended HUFs in rate base not only creates a mismatch

in rate base, but existing ratepayers receive a windfall. This occurs because

existing rate payers get credit for HUF's paid for by or on behalf of future

customers who have not yet connected to the system.

Q- DOES THE COMPANY HAVE SOME UNEXPENDED CIAC

COLLECTED FROM CUSTOMERS PRESENT AT THE END OF THE

TEST YEAR?

Yes. For certain "fill-in" lots the Company has collected a HUF. This amount of

unexpended CIAC at the end of the test year was $198,372.

1

2

3

4 A.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21 A.

22

23

24

25

Q. HAVE YOU PROPOSED TO INCLUDE THIS AMOUNT IN RATE BASE?

10 HUF's are treated as contributions-in-aid of construction ("CIAC").
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1 Yes. The Company's rebuttal rate base includes $198,372 of Lmexpended CIAC in

rate base. The Company B-2 adjustment number 3 reflects the Company proposed

amount of unexpended CIAC to be included in rate base.

Q- WHY DOES THE COMPANY COLLECT HUF'S IN ADVANCE OF THE

DEVELOPER'S PROJECT COMING ON LINE?

To provide funds as needed to help it pay for new capacity - just as the HUT is

intended. Growth pays for growth. The alternative is to build the capacity first

and then collect the HUF 's as new customers connect. However, the Company

approach provides the funds when the Company obligates itself to provide

additional capacity for new developments thereby providing funds in advance of

the need for new capacity. It also provides for the immediate availability of funds

when construction for the new capacity begins, not after-the-fact.

Q- SO THIS ISSUE ARISES BECAUSE OF THE TIMING BETWEEN WHEN

THE COLLECTION OF THE HUT OCCURS AND WHEN THE ACTUAL

CONSTRUCTION OF NEW CAPACITY IS MADE IN ORDER TO SERVE

FUTURE GROWTH (CUSTOMERS)?

Yes.

Q- DO YOU AGREE WITH STAFF THAT THE CGMPANY IS ALLOWED

TO EARN TWICE ON CIAC FUNDS IF THE UNEXPENDED CIAC IS

NOT INCLUDED IN RATE BASE?

2

3

4

5

6 A.

7

8

9

10

11

12

13

14

15

16

17 A.

18

19

20

21 A.

22

23

24

25
11 Aladi Direct at 9.

No. I do not agree with Staff that the Company will earn twice on the funds."

The Company does not benefit from, nor are existing rate payers harmed, by

excluding unexpended CIAC or CIAC used to fund CWIP from rate base. To the

contrary, existing ratepayers receive an unjustified windfall when either

A.

8



Lmexpended HUF's and/or CIAC funded CWIP is included in rate base because

the Company's rate base is understated resulting in lower rates.

The Company not only has an obligation to serve the future developments

for which it collected the HUT's, but these funds are restricted and can only be

spent on new capacity. The HUFs should be credited to those future customers

and their respective future capacity rather than providing existing ratepayer with

the above-mentioned windfall.

Q. WHEN A NEW CUSTOMER CONNECTS TO THE COMPANY'S

SYSTEM WITHIN A DEVELOPMENT THAT THE DEVELOPER HAS

PAID THE HUF FOR THE CONNECTION, IS THE NEW CUSTOMER

ALSO RESPONSIBLE FOR ANOTHER HUF?

No. That customer lot is covered regardless when the customer connects. That

could be one to two year out into the future depending on the collection schedule

of HUFs made by agreement between the Company and the developer(s).

The Company's procedure for collecting HUF's in advance of a

developer's prob et is not typical. Under a typical approach, a utility builds

capacity in advance and then collects HUF 's individually uponeach new

connection. Under the typical approach, I would agree that if the customer pays

for capacity through a HUF and connects to the system, that customer should get

credit for his/her payment by recognition in rate base and rates regardless of

whether the HUF has been expended for new plant. However, again this is not the

case for most of the unexpended CIAC in the instant case.

1

2

3

4

5

6

7

8

9

10

11

12 A.

13

14

15

16

17

18

19

20

21

22

23

24

25

Q.

D. Unexpended Advances-in-aid of Construction ("AIAC")

HAS THE COMPANY INCLUDED UNEXPENDED AIAC IN RATE BASE?

9



No. Again, the Company disagrees with Staff to include the unexpended AIAC in

rate base.l2 As with the HUF's, the unexpended AIAC funds are for future

development and future customers.

E.

Q.

Amortization of CIAC

HAS THE COMPANY PROPUSED AN ADJUSTMENT TO

ACCUMULATED AMORTIZATION OF CIAC?

Yes. Rebuttal B-2 adjustment number 3, as shown on Rebuttal Schedule B-2,

page 4, decreases accumulated amortization of CIAC based on a correction to the

amortizable balance of CIAC for 2006. The unexpended portion of CIAC for

2006 was removed thereby lowering the accumulated amortization balance.

Q-

F. Deferred Income Taxes

PLEASE EXPLAIN THE COMPANY'S REBUTTAL PROPOSED

ADJUSTMENT TO DEFERRED INCOME TAXES?

Rebuttal B-2 adjustment number 4, as shown on Rebuttal Schedule B-2, page 5,

reflects the computation of the Company proposed deferred income taxes. The

computation of deferred income taxes reflects the Company's rebuttal plant-in-

service, CIAC and AIAC balances. It also reflects the tax rate as shown on

Rebuttal Schedule C-3. In the Company's amended filing, a tax rate of 34.9

percent was used. However, this was incorrect. The correct tax rate is 38.6

percent.

1 A .

2

3

4

5

6

7 A.

8

9

10

11

12

13

14 A.

15

16

17

18

19

20

21

22

23

24

25
121d.at9.

INCOME STATEMENT.

WOULD YOU PLEASE DISCUSS THE COMPANY'S PROPOSED

ADJUSTMENTS TO REVENUES AND EXPENSES AND IDENTIFY ANY

Iv.

Q-

10



ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF AND/GR

RUCO?

The Company rebuttal adjustments are detailed on Rebuttal Schedule C-2, pages

1-1 l. The rebuttal income statement with adjustments is shown on Rebuttal

Schedule C-l.

In rebuttal C-2 adjustment number one, the depreciation expense is

annualized, reflecting the plant-in-service adjustments discussed above.

Depreciation expense has decreased from the Company's direct filing due to the

plant-in-service adjustments I discussed above.

Q- DO ALL PARTIES RECOMMEND THE SAME DEPRECIATION RATES?

Yes.

Q. PLEASE CONTINUE.

1

2

3 A.

4

5

6

7

8

9

10

11 A.

12

13 A.

14

15

16

17

18

19

20

21

22

23

24

25

Rebuttal C-2 adjustment number 2 reflects the adjustment using the Company's

rebuttal proposed revenues. The Company and Staff are in agreement on the

method of computing property taxes.

Rebuttal C-2 adjustment number 3 reduces other water revenues to reflect

the Company's adoption of Staff's proposed adjustment to reduce miscellaneous

revenues by $1,125 for sales taxes.13

Rebuttal C-2 adjustment number 4 reduces miscellaneous expenses by

$6,626 to reflect the Company's adoption of Staff' s proposed adjustment to

reclassify expense to capital. 14

13 Id at 12.

141d. at 13.
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Rebuttal C-2 adjustment number 5 reduces repairs and maintenance

expense by $2,424 to reflect the adoption of Staff" s proposed adjustment to

reclassify expense to capitaL15

Rebuttal C-2 adjustment 6 reflects the Company's adoption of Staff" s

recommendation to reclassify miscellaneous expense to purchased power

€Xp€1*1S€_16

Rebuttal C-2 adjustment 7 reflects the Company's adoption of Staff' s

recommendation to remove a late filing penalty from miscellaneous expense.17

Rebuttal C-2 adjustment 7 reflects the Company's adoption of Staff" s

recommendation to remove unnecessary expense from office supplies expense.18

Rebuttal C-2 adjustment 8 reflects the Company interest synchronization

based upon the Company's rebuttal proposed rate base.

Rebuttal C-2 adjustment number 9 reflects income taxes calculated at the

Company's proposed revenue and expense levels.

RATE DESIGN (H SCHEDULES)

WHAT ARE THE COMPANY'S REBUTTAL PROPOSED RATES?

All Classes

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15 v.

16 Q.

17

18

19

Meter
Size

Monthly
Minimum

Gallons included
in Monthly Minimum

20

21

22

23
1514.

24 '61d.

25 "Id at 14.

"Id

5/8

3/4

1

8 11.93

$ 17.90

s 29.83

0

0

0

12



1 1 /2

2

3

4

6

$ 59.65

$ 95.44

$ 190.88

33 298.25

$ 596.50

0

0

0

0

0

The commodity charges and tiers by meter size are:

Residential, Commercial, Industrial and Irrigation Class

Meter
Size Tier (gallons)

Charge
per 1,000 ,gallons

5/8 and 3/4

1

1 1/2

2

3

4

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

6

8

1 to 4,000

4,001 to 10,000

Over 10,000

1 to 25,000

Over 25,000

1 te 50,000

Over 50,000

1 to 80,000

Over 80,000

1 to 160,000

Over 160,000

1 to 250,000

Over 250,000

1 to 500,000

Over 500,000

1 to 800,000

13

$1.20

$1.60

$2.05

$1.60

$2.05

$1.60

$2.05

$1.60

$2.05

$1.60

$2.05

$1.60

$2.05

$1.60

$2.05

$1.60



10

Over 800,000

1 to 1,100,000

Over 1,100,000

$2.05

$1.60

$2.05

Standpipe

A11 Meter Sizes

Construction

A11 Meter Sizes

All gallons $2.05

All gallons $2.05

Q- HOW DOES THE COMPANY PROPOSED RATE DESIGN COMPARE

TO STAFF AND/OR RUCO?

Both the Company and Staff propose similar rate designs. Monthly minimums are

scaled on the flows of a 5/8 inch meter. The 5/8 inch and % residential meters

have an inverted three tier rate design. The 5/8 inch and % inch commercial and

irrigation meters have an inverted two tier design. The l inch and larger meters

(residential, commercial, and irrigation) have a two tier rate design.

Q. DOES THE STAFF RATE DESIGN PROVIDE FOR LESS REVENUE

STABILITY THAT THE COMPANY?

Yes. And this increases risk to the Company. Staff rate design provides

approximately 35 percent of revenue from the monthly minimum while the

Company's provides approximately 44 percent. In my opinion, revenues from

the monthly minimum should be closer to 50 percent in order to provide revenue

stability over the long term, particularly when conservation rate designs (inverted

tier rates) are utilized. Conservation will result in an erosion of the Company's

revenues. The high proportion of revenues collected from the commodity

charges, the greater degree of risk to revenues exists.

1

2

3

4

5

6

7

8

9

10 A .

11

12

13

14

15

16

17 A ,

18

19

20

21

22

23

24

25 Q. WHAT WAS THE PROPORTION OF REVENUES FROM THE

14

*



MONTHLY MINIMUMS UNDER PRESENT RATES?

About 45 percent. The Company's proposed rate design does not result in a

significant shift to recovery from the commodity charges whereas Staff's does.

ARE STAFF AND THE COMPANY IS AGREEMENT ON THE

PRUPOSED METER AND SERVICE LIN INSTALLATIGN CHARGES?

Yes. The Company has updated its proposed meter and service line installation

charges to match Staffs.

ARE STAFF'S RECOMMENDATIONS FOR MOVING A CUSTOMER

METER AND DAMAGES DIFFERENT?

No, not really. As Staff testifies, the Commission Rules basically state the same

conditions as the language proposed in the Company's schedules.19 Ultimately,

Staff makes a distinction without a difference.

Not at this time. The Company believes its refunding method was correct. Staff

does not make any particular recommendation except to bring the issue to the

attention of the Commission."

Q-

DO YOU HAVE ANY RESPONSE TO STAFF'S COMMENTS ON

REFUNDS FOR OVER COLLECTION OF RATES FOR THE 2 INCH

METERS THAT SHOULD HAVE MADE AS ORDERED UNDER

DECISION 69413?

HAS STAFF RESPONDED TO THE COMPANY'S TESTIMONY ON THE

CAP SURCHARGE?

1

2 A.

3

4

5

6 A.

7

8

9

10 A.

11

12

13

14

15

16

17 A .

18

19

20

21

22 A.

23

24

25 "Id at 22.

20 Id at24.

No at this time. Staff is still analyzing the issue based on responses by the

Q.

Q.

Q.

15



Company to its data requests.21

ARE THERE ANY ISSUES WITH RESPECT TO THE COMPANY'S

CONTINUATION OF ITS CURRENTLY AUTHORIZED HOOH-UP

FEES?

Not at this time.

DOES THAT CONCLUDE YOUR TESTIMONY?

1

2

3

4

5 A.

6 Q,

7 A.

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

21]d.at23.

Yes .

16



REBUTTAL SCHEDULES
(RATE BASE, INCOME STATEMENT, REVENUE REQUIREMENT, AND

RATE DESIGN)



H20, Inc.
Test Year Ended December 31, 2006

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Rebuttal Schedule A-1
Page 1
Witness: Bourassa

Fair Value Rate Base $ 1 ,995,695

311,122Adjusted Operating Income

Current Rate of Return 15.59%

$ 228,614Required Operating Income

Required Rate of Return on Fair Value Rate Base 11.46%

Operating Income Deficiency

Gross Revenue Conversion Factor

$ (82,508)

1.6259

Increase in Gross Revenue Requirement (134,153)

Adjusted Test Year Revenues
Increase in Gross Revenue Requirement
Revenue Requirement

$
$
$

3,378,642
(134,153)

3,244,489

% Increase -3.97%

Customer Present
Rates

Proposed
Rates

Dollar
Increase

Percent
IncreaseClassification

Residential
5/8 inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch

$ 55,280
1 ,997,926

184,593
20,856

2,065

$ 47,308
1 ,985,467

164,156
17,731
1 .687

$ (7,972)
(12,459)
(20,438)

(3,125)
(378)

Commercial
$ 2,299

a,400
5,055
1 ,785

80,656
55,378

$ 2,148
8,361
4,496
1 ,471

72,483
49,470

$ (152)

(39)
(559)
(313)

(8,173)
(5,908)

$ 3,020
41,891
32,643

335,174

$ 3,014
39,299
29,651

307,716

$ (6)
(2,592)
(2,992)

(27,458)

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
Irrigation
3/4 Inch
1 Inch
1.5 Inch
2 Inch
Construction
2 Inch
3 Inch
Subtotal

$ $ $

-14.42%
-0.62%

-11.07%
-14.98%
-18.31%

0.00%
-6.60%
-0.46%

-11 .07%
-17.56%
-10.13%
-10.67%

0.00%
-0.18%
-6.19%
-9.17%
-8.19%
0.00%

-16.05%
-47.89%

-4.39%$

16,707
67,721

2,911,450 $

14,026
35,290

2,783,774 $

(2,681)
(32,432)

(127,676)

Revenue Annualization
GL Reconciliation

-3.86%
-109.93%

-4.23%Subtotal $

262,954
(3,335)

3,171 ,070 $

252,811
331

3,036,916 $

(10,t43)
3,666

(134,154)

Other Water Revenues 207,572 207,572 0.00%
0.00%

-3.97%Total of Water Revenues (a) as 3,378,642 s 3,244,488 $ (134,154)

Line
No .

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54

55
56
57
58
59

SUPPORTING SCHEDULES:
Rebuttal B-1
Rebuttal C-1
Rebuttal C-3



H20, Inc.
Test Year Ended December 31, 2006

Summary of Rate Base

Exhibit .
Rebuttal Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 12,996,414
1 ,497,950

$ 12,996,414
1 ,497,950

Net Utility Plant in Service $ 11,498,464 $ 11,498,464

3,031,454 3,031 ,454

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction (CIAC)

Accumulated Amortization (CIAC)
Customer Meter Deposits
Deferred income Tax Liability (Asset)

6,648,148
(626,137)

1,600,755
(1 ,151 ,451>

6,648,148
(626,137)

1,600,755
(1 ,151 ,451)

Plus:
Unamortized Finance
Charges

Allowance for Working Capital

Total Rate Base $ 1 ,995,695 $ 1 ,995,695

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

SUPPORTING SCHEDULES:
Rebuttal B-2
Rebuttal B-5



H20, Inc.
Test Year Ended December31, 2006

Original Cost Rate Base Proforma Adjustments

Exhibit
Rebuttal Schedule B-2
Page 1
\Nitness: Bourassa

Actual
at

End of
Test Year Adjustments

Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 12,987,344 9.070 $ 12,996,414

Less:
Accumulated
Depredation 1,491,666 6,283 t,497,950

Net utility Plant
in Service $ 11,495,678 $ 2.787 $ 11,498,464

Less :
Advances in Aid of
Construction 3,031,454 3,031,454

Contributions in Aid of
Construction

Accumulated Amortization CIAC

6,449,776

(683,565)

198,372

57,428

6,648,148

(e26,13n

Customer Refundable Meter Deposits
Deferred Income Tax Liability (Asset)

1,600,755
(846,927) (304,524)

1,600,755
(1,151,451)

Plus:
Unamortized Finance
Charges

Working capital

Total $ 1,944,185 $ 51,510 $ 1,995,695

Line
TM
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES;
Rebuttal B-2, pages 2

RECAP scHEDuLEs;
Rebuttal B-1



H20, Inc.
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments

Exhibit
Rebuttal Schedule B-2
Page 2
Witness: Bourassa

Adjusted
at

End of
Test Year

1
Plant-in-
Service

Proforma Adiustments
Z 3

Accumulated
Deorec. CIAC DiT

Rebuttal
Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 12,987,344 9.070 $ 12,996,414

Less:
Accumulated
Depreciation 1,491,666 8,283 1 ,497,950

Net Utility Plant
in Service $ 11,495,678 $ 11,498,464

Less:
Advances in Aid of
Construction 3,031 ,454 3,031 ,454

Contributions in Aid of
Construction 6,449,776 198,372 6,648,148

Accumulated Amortization CIAC (683,565) 57,428 (626,137)

Customer Refundable Meter Deposits
Deferred Income Tax Liability (Asset)

1 ,600,755
(846,927) (304,524)

1,600,755
(1 ,151 ,451)

Plus:
Unamortized Finance
Charges

Working capital

Total $ 1,944,185 $ $ $ (255,800) s 304,524 $ 1 ,995,695

Line

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
LB
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
as
37
38
39
40
41
42
43
44
45
48

SUPPORTING SCHEDULES:
Adjustment 1 - See Rebuttal B~2, page 3
Adjustment 2 - See Rebuttal B-2, page 4
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Docket W-02234A-07-0557

H20, Inc.
Test Year Ended December 31, 2006

Deferred Income Taxes

Exhibit
Rebuttal Schedule B-2
Page 5
V\htness: Bourassa

Deferred Tax Analysis
December 31, 2006

Accounting basis at end of year (Note 1)

Tax basis of capital assets at end of year (note 1)

$

$

5,476,453

3,835,234

(1,641 ,219)

38.50%

Timing Difference

Tax rate (from schedule C-3)

Defered Tax Liability [1]

AIAC End of Year (Accounting Basis)

AIAC End of Year (Tax Basis)

$

$

(631 ,825)

(4,632,209)

4,632,209

38.50%

Timing Difference

Tax rate (from schedule C-3)

Defered Tax Asset [2] $ 1,783,277

Net Deferred Tax Asset (Liability) [3]=[1] plus [2] $ 1,151,451

Deferred Income Tax per Direct Filing

Increase (Decrease) in Deferred Income Taxes

Adjustment to Deferred Income Taxes

$

$

$

846,927

304,524

(304,524)

Note 1 - Calculation of Plant Book and Tax Basis

Tax Book
Plant in Service (from B-2)
CIAC (from B-2)
Amort. on CIAC (From B-2)
Asset Cost
Acc um. Depr. (from B-2)

NBV

$

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

43

$

$

4,933,687
(1 ,098,453)
3,835,234

$

$

12,996,414
(6,648,148)

626,137
6,974,403

(1 ,497,950)
5,476,453



H20, Inc.
Test Year Ended December 31, 2006

Computation of Working Capital

Exhibit
Rebuttal Schedule B-5
Page 1
Witness: Bourassa

$ 235,781
10,890

3,241

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Material and Supplies inventories
Prepayments 8.127

Total Working Capital Allowance $ 258,039

Working Capital Requested $

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

SUPPORTING SCHEDULES:
Rebuttal C-1
E-1

RECAP SCH EDULES:
Rebuttal B-1



H20, Inc.
Test Year Ended December 31, 2006

Income Statement

Exhibit
Rebuttal Schedule C-1
Page 1
Witness: Bourassa

Adjusted
Test Year

Book
Results Adjustments

Rebutta I
Test Year
Adjusted
Results

Proposed
Rate

Increase

Rebuttal
Adjusted
with Rate
Increase

$ 3,171,070 $ $ 3,171,070 $ (134,153) $ 3,036,917

$
208,697

3,379,767 $
(1,125)
(1,125) $

207,572
3,378,642 $

207,572
3,244,489

Operating Expenses

(134,153) $

$$ $

7,455

(2,424)
(3,948)

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance General Liability
insurance - Health and Life
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

(19,124)
(14,171)

7 9 0 , 6 9 3
7 7 , 7 9 3

2 6 1 , 3 4 9
4 , 2 2 9

1 6 7 , 3 6 8
7 1 , 1 7 1
6 6 , 3 3 1
1 2 , 2 8 9

1 7 5 , 0 6 3
2 1 4 , 4 5 9

5 2 , 2 4 5
61 ,213
4 0 , 0 0 0

1 6 8 , 1 8 7
4 5 7 , 0 7 3

6 3 , 0 0 2
1 9 7 , 7 4 7
1 8 7 , 3 0 9

7 9 0 , 6 9 3
7 7 , 7 9 3

2 6 1 , 3 4 9
4 , 2 2 9

1 6 7 , 3 6 8
7 1 , 1 7 1
6 6 , 3 3 1
1 2 , 2 8 9

1 7 5 , 0 6 3
2 1 4 , 4 5 9

5 2 , 2 4 5
6 1 , 2 1 3
4 0 , 0 0 0

1 6 8 , 1 8 7
4 5 7 , 0 7 3

6 3 , 0 0 2
1 9 7 , 7 4 7
1 3 5 , 6 6 4

7 9 0 , 6 9 3
7 7 , 7 9 3

2 5 3 , 8 9 4
4 , 2 2 9

1 6 9 , 7 9 2
7 5 , 1 1 9
6 6 , 3 3 1
1 2 , 2 8 9

1 7 5 , 0 6 3
2 1 4 , 4 5 9

5 2 , 2 4 5
61 ,213
4 0 , 0 0 0

1 8 7 , 3 1 1
4 7 1 , 2 4 3

6 3 , 0 0 2
1 9 7 , 4 0 5
1 7 1 , 3 3 2

341
15,976 (51 ,645)

$

$

3,083,414

296,353
$

$

(15,894) $

14,769 $

3,067,520
311,122

$

$

(51,645) $

(82,508) $

3,015,875

228,614
Total Operating Expenses

Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

(12,826) 946 (11,880) (11,880)

$
$

(12,826)
283,527

$
$

946
15,714

$
$

(11,880) $
299,242 $

- $
(82,508) $

(11 .880)
216,734

Line

NO
1 Revenues
2 Metered Water Revenues
3 Unmetered Water Revenues
4 Other Water Revenues
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

27
28
29
30
31
32
33
34 Total Other Income (Expense)
35 Net Profit (Loss)

36
37
38
39

SUPPORTING SCHEDULES:
Rebuttal C-1, page 2

RECAP SCHEDULES:
Rebuttal A-1
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H20, Inc.
Test Year Ended December 31, 2006

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Rebuttal Schedule C-2
Page 2
Witness: Bourassa

Depreciation Expense
Rebuttal
Original

Cost
Proposed

Rate
Depreciation

Expense

131,452
7,954

538,179 17,921

255,856 8.520

4,437,582
51 ,404

2,713,063
1 ,649,545

207,500
2,290,426

45,343

554,698
1 ,712

60,230
32,991
6,910

190,793
907

90,771
121,240

6,054
24,248

52,616 2,631

29,569
224,500

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5. 00%

12.50%
3.33%
2.22%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%

20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

1 .478
22,450

Account

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant 149,4t4 14,941

TOTALS $ 12,996,414 $ 946,484

Less: Amory. of Contributions - Adjusted Balance End of W $ 6,648,148 7.3616% $

$

(489,411)

457,073

471 ,243

Total Depreciation Expense

Depredation Expense per Direct Filing

Increase (decrease) in Depreciation Expense (14,171)

L i n e

N i
1
2
3
4
5
6
7
8
9

1 0
1 1
1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0
2 1
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
3 1
3 2
3 3
3 4
3 5
3 6
3 7
3 8
3 9
4 0
4 1
4 2
4 3

4 4
4 5

4 6

Adjustment to Revenues and/or Expenses $ (14,171)



H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Rebuttal Schedule C-2
Page 3
Witness: Bourassa

$

$
$

3,378,642
3,378,642
3,244,489
3,333,924
6,667,848

1 $

9,231

$ 6,658,618
23.00%

1,531 ,482
12.8467%

196,744
1,002

$ 197,747
197,405

341$

Line

N i l
1 Adiust Propertv Taxes to Reflect Proposed Revenues:
2
3 Adjusted Revenues in year ended 12/31/2006
4 Adjusted Revenues in year ended 12/31/2006
5 Rebuttal Proposed Revenues
6 Average of three year's of revenue
7 Average of three year's of revenue, times 2
8  A dd :
9 Construction Work in Progess at 10%
10 Deduct:
11 Book Value of Transportation Equipment
12
13 Full Cash Value
14 Assessment Ratio
15 Assessed Value
16 Property Tax Rate
17
18 Property Tax
19 Tax on Parcels
20
21 Total Property Tax at Proposed Rates
22 Property Taxesper Direct Filing
23 Change in Property Taxes
24
25
26 Adjustment to Revenues and/or Expenses

27
28

$ 341



H20, Inc.
Test Year Ended December 31, 2006

ADJUSTMENTS TO REVENUES AND/OR EXPENSES
Adjustment Number 3

Exhibit
Rebuttal Schedule C-2
Page 4
Witness: Bourassa

Line

$ (1,125)

1 Removal of Sales Tax From Other Water Revenues
2
3 Sales Tax included in Other Water Revenues
4
5
6 Increase(decrease) in Other Rev rues
7
8 Adjustment to Revenue and/or Expense
9
10
11
12
13
14
15 REFERENCE
16 Staff Adjustment #1 Schedule BCA 12
17
18
19
20

$

$

(1, t25)

(1,125)



H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Rebuttal Schedule C-2
Page 5
Witness: Bourassa

Line

M

$ (6,646)

$

$

(6,646)

(6,646)

I

1 Reclass Miscellaneous Expense to Plant-in-Service
2
s Miscellaneous Expense reclassified to 330 Distrib. Reserv. and Standpipe
4
5
6 Increase(decrease) in Miscellaneous Expense
7
8 Adjustment to Revenue and/or Expense

g
10
11
12
13
14
15 REFERENCE
16 Staff Adjustment #2 Schedule BCA 13
17
18
19
20



H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Rebuttal Schedule C-2
Page 6
Witness: Bourassa

$ (2,424)

$ (2,424)

Line

&
1 Reclass Repairs and Maintenance Expense to Plant-in-Service
2
3 Repairs and Maintenance Expense reclassified to 330 Trans. & Distrib. Mains
4
5
6 Increase(decrease) in Repairs and Maintenance
7
8 Adjustment to Revenue and/or Expense

9
10
11
12
13
14
15 REFERENCE
16 Staff Adjustment #3 Schedule BCA 14
17
18
19
20

$ (2,424)



H20, Inc.
Test Year Ended December 31, 2001

Adjustment to Revenues and Expenses
Adjustment Number 6

Exhibit
Rebuttal Schedule C-2
Page 7
Witness: Bourassa

Line

M

$
$

(7,455)
7,455

Label
pa
Cb

1 Reclass Misc. Expense to Purchased Power
2
3 Miscellaneous Expense
4 Purchased Power
5
6 Increase(decrease) in Expenses
7
8 Adjustment to Revenue and/or Expense

g
10
11
12
13
14
15 REFERENCE
16 Staff Adjustment #4 Schedule BCA 15
17
18
19
20

$

$



H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 7

Exhibit
Rebuttal Schedule C-2
Page 8
Witness: Bourassa

Line
N ;

$ (5,023)

$

1 Removal of Late Tax Filinq Penaltv from Misc. Expense
2
3 Late Filing Penalty included in Miscellaneous Expense
4
5
6 Increase(decrease) in Miscellaneous Expense
7
8 Adjustment to Revenue and/or Expense

g
10
11
12
13
14
15 REFERENCE
16 Staff Adjustment #5 Schedule BCA 16
17
18
19
20
21
22
23
24
25
26
27

$

(5,023)

(5,023)



H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 8

Exhibit
Rebuttal Schedule C-2
Page 9
Witness: Bourassa

Line

M

$ (3,948)

$ (3,948)

1 Removal of Unncessaw Expense from Office Supplies Expense
2
3 Unnecessary Expense in Office Supplies Expense

4
5
6 Increase(decrease) in Office Supplies Expense
7
8 Adjustment to Revenue and/or Expense

g
10
11
12
13
14
15 REFERENCE
16 Staff Adjustment #6 S.chedule BCA 17
17
18
19
20

$ (3,948)



HZO, Ire.
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 9

Exhibit
Rebuttal Schedule C-2
Page 10
Witness: Bourassa

Line

N

$ 1,995,695
0.60%

S 11,880

$

$

12,826

(946)

946

1 Interest Svnchronization With Rate Base
2
3

4 Fair Value Rate Base
5 Weighted Cost of Debt from D-1
6 Synchronized Interest
7
8 Test Year Interest Expense
g
10 Increase (decrease) in Interest Expense
11
12 Adjustment to Revenue and/or Expense

13
14
15
16
17
18
19
20

$



H20, Inc.
Test Year Ended December 31, 2006

Adjustment to Revenues and/or Expenses
Adjustment Number 10

Exhibit
Final Schedule C-2
Page 11
Witness: Bourassa

Income Tax Computation

Final
Adjusted

Final
Adjusted
with Rate
Increase

Taxable Income $ 486,550 $ 352,397

Arizona Income Before Taxes $

Less Arizona Income Tax
Rate :
Arizona Taxable Income

6.97%

Arizona Income Taxes

$

$

$

$Federal Income Before Taxes

Less Arizona Income Taxes

$

$

$

$

$

$

$

486,550

33,903

452,648

33,903

486,550

33,903

452,648

$

$

352,397

24,555

327,842

24,555

352,397

24,555

327,842Federal Taxable Income

FEDERAL INCOME TAXES:
15% BRACKET
25% BRACKET
34% BRACKET
39% BRACKET
34% BRACKET

$
$
$
$
$

$
$
$
$
$

7,500
6,250
8,500 Federal

88,858 Effective
- Tax

Rate
111,108 31.53%Federal Income Taxes $

7,500
6,250
8,500 Federal

91,650 Effective
40,000 Tax

Rate
153,900 31.63% $

Total Income Tax $ 187,803 $ 135,664

Overall tax rate 38.50%

Line

I
1
2
3
4
5
6
7

8
9
10
11
12
13
14
15
16
17
18
19
20
21

22
23
24
25
26
27
28
29
30

31
32
33

34
35

36
37
38
39
40

Income taxes per Direct Filing

Increase (decrease) to Income Taxes

$

$

171,332

16,471

I



H20, Inc.
Test Year Ended December 31 , 2006

Computation of Gross Revenue Conversion Factor

Exhibit
Rebuttal Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
31 .53%

State Income Taxes 6.97%

Other Taxes and Expenses 0.00%

Total Tax Percentage 38.50%

Operating Income % = 100% - Tax Percentage 61.50%

Gross Revenue Conversion Factor1

Operating Income % 1 .6259

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-1
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H20, Inc.
Changes in Representative Rate Schedules

Test Year Ended December 31, 2006

Exhibit
Schedule H-3
Page 3
Witness: Bourassa
2nd Revised

Line
N ; Other Service Charges

1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (Deliquent and After Hours)
5 Meter Test
6 Deposit Requirement (Residential)
7 Deposit Requirement (None Residential Meter)
8 Deposit Interest
9 Re-Establishment (V\/ith-in 12 Months)
10 Re-Establishment (After Hours)
11 NSF Check
12 Deferred Payment, Per Month
13 Meter Re-Read
14 Charge of Moving Customer Meter -
15 Customer Requested per Rule R14-2-405B Cost Cost
16 After hours service charge, per Rule R14-2-403D Refer to Refer to
17 Above Above
18 Charges Charges
19 Late Charge per month N/A 1.5%
20 Off-site Facilities Hook-up Fee (See H-3, page 5) (d) (d)
21 CAP Purchased Water Surcharge N/A (e)
22 Company Locks Damaged by Customer (f) (f)
23 Mains Damaged by Customer (f) (f)
24
25 (a) Residential - two times the average bill. Non-residential - two and one-half times the average bill.
26 (b) Interest per Rule R14-2-403(B).
27 (c) Minimum charge times number of full months off the system. per Rule R14-2-403(D).
28 (d) New water installations. May be assessed only once per parcel, service connection, or lot within a sub-
29 division. Purpose is to equitably apportion the costs of constructing additional off-site facilities to provide
30 water production, delivery, storage, and pressure among all new service connections.
31 (e) The CAP surcharge is in addition to all other commodity charges and will be adjusted annually to recover
32 the acquisition and purchased water costs of the Company associated with the right to receive 147 acre
33 feet of Central Arizona Project water each year for delivery to customers. The surcharge will include a 10 year
34 amortization of the acquisition cost plus the projected annual fixed costs of the contract and the delivery costs.
35 Surcharge will be computed annually based on gallons sold and trued-up at the end of each year with any
36 over or under recovery of actual costs during the year included in the next years surcharge computation.
37
38 (f) Per Commission Rule R14-2-407(B).
39
40
41 IN ADDITION TO THE COLLECTION OF REGULAR RATES, THE UTILITY WILL COLLECT FROM
42 ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
43 TAX. PER COMMISSION RULE 14-2-409D(5).
44
45 ALL ADVANCES AND/OR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, OVERHEADS,
46 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES, IF APPLICABLE.
47
48
49

Present
Rates

$ 15.00
$ 25.00
$ 15.00

N/A
$ 25.00

(a)
(a)
<b)
(c)
(c)

$ 15.00
1.00%

$ 10.00

Proposed
Rates

$ 15.00
$ 25.00
$ 15.00
$ 15.00
$ 25.00

(a)
(a)
(b)
(c)
(c)
15.00$

1.50%
$ 10.00



H20, Inc.
Test Year Ended December 31, 2006

Meter and Service Line Charges

Exhibit
Schedule H-3
Page 4
Witness: Bourassa
REVISED

Meter and Service Line Charqes

Meter Size
5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
2 Inch /Turbine
2 Inch / Compound
3 Inch
3 Inch /Turbine
3 Inch / Compound
4 Inch
4 Inch /Turbine
4 Inch / Compound
6 Inch
6 Inch /Turbine
6 Inch I Compound
8 Inch & Larger

Present
Service

Line
Charge

Present
Meter
Install-
ation

Charge

Total
Present
Charge

$ 285.00
320.00
360.00
545.00
915.00
N/T
N/A

1 ,150.00
N/T
N/T

1 ,885.00
N/T
N/T

3,780.00
N/T
N/T
N/T

(a)
Proposed
Service

Line
Charge

$ 385.00
385.00
465.00
520.00
N/A
800.00
800.00
N/A

1,015.00
1,135.00

N/A
1,430.00
1,610.00

N/A
2,150.00
2,270.00
At Cost

Proposed
Meter
Install-
ation

Charge
$ 135.00

215.00
265.00
475.00
N/A
995.00

1,840.00
N/A

1,520.00
2,495.00

N/A
2,570.00
3,545.00

N/A
4,925.00
6,820.00
At Cost

(a)
Total

Proposed
Charge

$ 520.00
600.00
730.00
995.00
N/A

1 ,795.00
2,640.00

N/A
2,535.00
3,630.00

N/A
4,000.00
5, 155.00

N/A
7,075.00
9,090.00
At Cost

N/T = No Tariff

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
82
33
34
35
36
37

(a) As meters and service lines are now taxable income for income purposes, The
Company shall collect income taxes on the meter and sen/ice line charges.
Any tax collected will be refunded each year as the meter deposit is refunded.



H20, Inc.
Test Year Ended December 31, 2006

Capacity Reservation Charges

Exhibit
Rebuttal Schedule H-3
Page 5
Witness: Bourassa

Off-site Capacity Reservation Charqe (Hook-up Feel

Meter Size
5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch and larger

Present
$ 875.00
$ 1,050.00
$ 1,750.00
$ 3,500.00
$ 5,600.00
$10,500.00
$17,500.00
$35,000.00

$
$
$
$
$
$
$
$

Proposed
875.00

1,050.00
1,750.00
3,500.00
5,600.00

10,500.00
17,500.00
35,000.00

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

N/T = No Tariff
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BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE
APPLICATION OF HZO, INC. FOR A
DETERMINATION OF THE
CURRENT FAIR VALUE OF ITS
UTILITY PLANT AND PROPERTY
AND FOR INCREASES IN ITS RATES
AND CHARGES FOR UTILITY
SERVICE.

DOCKET NO. W-02987A-07-0557

REBUTTAL TESTIMONY OF

THOMAS J. BOURASSA

(cosT oF CAPITAL)



1.

Q-

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

Q- ARE YOU THE SAME THOMAS J. BOURRASSA THAT FILED DIRECT

TESTIMONY ON RATE BASE, INCOME STATEMENT, REVENUE

REQUIREMENT AND RATE DESIGN IN THIS DOCKET?

Yes, and all of my background information and testimony regarding my

qualifications is contained in that portion of my direct testimony.

Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY SET

FORTH IN THIS VOLUME I?

The purpose of this rebuttal testimony is to respond as appropriate to the direct

testimony of Mr. Brendan Aladi on behalf of the Utilities Division ("StafF') of the

Arizona Corporation Commission ("Commission"). I will also update my cost of

capital analysis and recommended rate of return set forth in my direct testimony

using recent financial data.l

11. SUMMARY OF REBUTTAL TESTIMONY AND
REVISED REQUESTED COST OF CAPITAL

THE C()MPANY'S

Q. PLEASE SUMMARIZE YOUR UPDATED COST OF CAPITAL

ANALYSIS.

1
2
3 A.
4
5
6
7
8 A.
9

10
11
12 A.
13
14
15
16
17
18
19
20
21
22
23 A.

24
25

Since the filing of the Company's direct testimony, the cost of equity has

increased substantially, as indicated by the Discounted Cash Flow ("DCF") model

1 My rebuttal testimony relating to the HZO, Inc.'s rate base, income statement (revenue and operating expenses),
required increase in revenue, and rate design and proposed rates and charges for services are set forth in a separate
volume.

1



and the Capital Asset Pricing Model ("CAPM"). The table below summarizes the

results of my updated analysis using those models:

Range Midpoint

13.1%

10.1%

12.0%

DCF Constant Growth (earnings growth)

DCF Constant Growth (sustainable growth)

Two-Stage Growth Model

10.6% - 15.6%

8.3% - 11.9%

10.3% .. 13.6%

DCF Average Results 9.7% - 13.7% 11.7%

CAPM Historical Market Risk Premium

CAPM Current Market Risk Premium

9.7%

23.5%

Average CAPM Results

Average Overall Results

9.3% _ 23.5%

9.5% - 18.6%

16.4%

14.1%

The schedules containing my updated cost of capital analysis are attached as

Exhibit D-1.

Q. PLEASE SUMMARIZE YOUR RECOMMENDED COST OF DEBT AND

EQUITY, AND YOUR RECOMMENDED RATE OF RETURN ON RATE

BASE AT THIS STAGE OF THE PROCEEDINGS.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20 A .

21

22

23

24

25

The Company's recommended capital structure consists of 9.5 percent debt and

90.5 percent common equity as shown on Rebuttal Schedule D-l. Based on my

updated cost of capital analysis, I am recommending a cost of equity of 12.0

percent for the Company. The Company's recommended cost of debt is 9.5

percent.

2



Based on my 12.0 percent recommended cost of equity, the Company's weighted

average cost of capital ("WACC") is 11.46 percent, as shown on Rebuttal

Schedule D-1. I recommend that the WACC be used as the rate of retain and

applied to the Company's fair value rate base ("FVRB") to compute the

Company's required operating income.

Q. IS YOUR REBUTTAL COST OF EQUITY RECOMMENDATION

HIGHER THAN WHAT WAS SET FORTH IN YOUR DIRECT

TESTIMONY?

Yes. In my direct testimony relating to the cost of capital which was tiled almost

one year ago, I recommended a cost of equity of 10.75 percent based on financial

information from February 2008. My current recommendation, 12.0 percent, is

based on current financial information. The methodologies that I have used are

the same. However, key inputs into the DCF and CAPM models have changed

over the past year. For example, the current market risk premium has increased

substantially reflecting the current economic environment under which all

business must raise capital.

1

2

3

4

5

6

7

8

9

10 A.

11

12

13

14

15

16

17

18

19

20

21

22 A.

23

24

25

Q- WHY ARE YOU RECOMMENDING A COST OF EQUITY OF ONLY 12.0

PERCENT, WHEN YOUR FINANCIAL MODELS INDICATE THAT A

HIGHER EQUITY RETURN IS APPROPRIATE?

The midpoint of the range of cost of equity estimates is 14.1 percent, as shown

above. Given H2C)'s relatively small size, the regulatory methods and policies

used in this jurisdiction (which increase investment risk), and other firm-specific

factors, it is my opinion that at the present time, a cost of equity of 14.1 percent is

3



warranted and could be easily supported by the available data. Even so, I am

recommending only 12.0 percent to reflect H20's lower financial risk compared to

the publicly traded water utilities in my sample group .

Q- PLEASE SUMMARIZE THE COST OF DEBT AND EQUITY

RECOMMENDED BY STAFF, AND ITS RESPECTWE

RECOMMENDATIONS FOR THE RATE OF RETURN ON FAIR VALUE

RATE BASE.

Staff is recommended an operating margin approach. This is because Staff is

recommending a negative rate base. Consequently, Staff has not provided a cost

of capital analysis nor has it directly responded to my direct testimony on the cost

of capital. Accordingly, Staff is recommending an operating margin of 10

percent.2

Q- DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

1

2

3

4

5

6

7

8

9
A.

10

11

12

13

14

15

16
A.

17

18

19

20

21

22

23

24

25

Yes.

2 See Staff Schedule BCA-1.

4



REBUTTAL SCHEDULES
(cosT oF CAPITAL)
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H20, Inc.
Test Year Ended December 31, 2006

Cost of Preferred Stock

Exhibit
Rebuttal Schedule D-3
Page 1
Witness: Bourassa

Eng of Test Year End of Protected Year

Line
No .

Description
of Issue

Shares
Outstanding Amount

Dividend
Requirement

Shares
Outstanding Amount

Dividend
Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rebuttal D-1



H20, Inc.
Test Year Ended December 31, 2006

Cost of Common Equity

Exhibit
Rebuttal Schedule D-4
Page 1
Witness: Bourassa

Line
No .

The Company is proposing a return on equity of 12.0 percent.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rebuttal D-1
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INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE

INSTANT CASE?

Yes, my rebuttal and direct testimony was submitted in support of the initial

application filed.

WHAT IS THE PURPOSE OF THIS REJOINDER TESTIMONY?

I will provide rejoinder testimony in response to the surrebuttal testimony of

Arizona Corporation Commission Utilities Division Staff ("Staff") as relates to

rate base, income statement and rate design for H20, Inc. ("Company" or "H20").

More specifically, I will respond to Staffs testimony on the rate base treatment of

unexpended hook-up fees ("HUFs") in rate base as contributions-in-aid of

construction ("CIAC"), the income tax rate used in the deferred income tax

computation, the Company's CAP surcharge "request", and Staff' s

recommendation to eliminate the off-site capacity reservation charge (hook-up

fee)

1

2

3 1.

4 Q.

5 A.

6

7

8 ~Q.

9

10 A.

12

13 Q.

14 A.

15

16

17

18

19

20

21

22

23

24 Q.

25

WHAT IS THE REVENUE REQUIREMENT ADJUSTMENT THAT THE

COMPANY IS PROPOSING IN ITS REJOINDER FILING?

1
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The Company has not changed its recommendations that are contained in its

rebuttal filing. The Company continues to propose a decrease in revenues of

$134,153, a decrease of 3.97 percent for a total revenue requirement of

$3,244,489.

11.

Q.

REVENUE REQUIREMENT.

WHAT ARE THE REVENUE REQUIREMENTS AND RATE INCREASES

FOR THE COMPANY AND STAFF?

The proposed revenue requirements and proposed rate increases at this stage of the

proceeding are as follows:

Revenue Requirement

$3,218,705

$3,244,489

Staff Surrebuttal

Company Raj binder

Revenue Inch.

$(159,937)

$(135, 153)

% Increase

-4.73%

-3.97%

WHAT IS THE C()MPANY'S PROPOSED RATE OF RETURN?

The Company continues to propose a rate of return on equity of 11.45%. This is

based on the weighted average cost of capital. I discuss the Company's proposed

rate of return and my cost of capital in the second volume of my rebuttal

testimony .

IS STAFF RECOMMENDING AN OPERATING MARGIN APPROACH?

1 A.

2

3

4

5

6

7

8

9 A.

10

11

12

13

14

15 Q.

16 A.

17

18

19

20

21 Q.

22 A.

23

24

25

Yes. Since Staff is proposing a negative rate base, it is proposing an operating

margin 3ppf0ach_I

I Staff is proposing a 10 percent operating margin.

2
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WHAT ARE THE MAJOR DIFFERENCES BETWEEN STAFF AND THE

COMPANY AT THIS STAGE OF THE PROCEEDING?

As I will discuss, Staff and the Company remain in disagreement on the rate base

treatment of unexpended hook-up fees ("HUFs"). In fact, this is the only major

rate base and/or income statement disagreement. By including unexpended HUF's

in rate base as CIAC, Staffs rate base is negative. Accordingly, Staff is proposing

an operating margin approach.

As Lwill also discuss, there is a disagreement with respect to the income

tax rate used in the deferred income tax computation.

IS THE COMPANY SEEKING A CAP SURCHARGE?

No. Staff does not recommend a CAP surcharge at this time.2 However, neither

the Company's Application nor its Amended Application requested such a

Surcharge.

III.

Q-

RATE BASE.

WOULD YOU PLEASE IDENTIFY THE PARTIES' RESPECTIVE RATE

BASE RECOMMENDATIONS AT THIS STAGE OF THE PROCEEDING?

1 Q.

2

3 A.

4

5

6

7

8

9

10

11 Q.

12 A.

13

14

15

16

17

18

19 A.

20

21

22

23

24

25

The rate bases proposed by all parties in the case are as follows:

OCRB FVRB

$ (500,901) $ (500,901)

$1,995,695 $1,9966695

Staff Surrebuttal

Company Rejoinder

2 See Surrebuttal Testimony of Brendan C. Aladi ("Aladi Sb") at 6.

3
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A. Contributions-in-aid of Construction ("CIAC") - Unexpended Hook-up
Fees and Construction-Work-in-Progress funded with Hook-up Fees

PLEASE COMMENT ON STAFF'S SURREBUTTAL TESTIMONY

REAGARDING THE RATE BASE TREATMENT OF UNXPENDED

HOOK-UUP FEES IN RATE BASE AS CIAC?

Staff witness, Mr. Aladi, believes that it is proper rate making to include the

unexpended HUF's in rate base as CIAC because it preserves the ratemaking

balance and removes excess earnings potential.3 However, I have already

testified, there is no plant-in service cost in rate base which corresponds to the

unexpended HUF amount and this results in a rate base mismatch.4 Staffs rate

base is "unbalanced" and there is no over eating potential. In fact, there is an

under earning potential.

Let me explain. Normally, CIAC funded plant has no rate base impact.

That is because the plant costs funded are offset by an equal and corresponding

amount of CIAC. CIAC funded plant is revenue neutral as a result. There is no

basis for a return on rate base and there is no depreciation recovery of plant costs

in rates and the cost of service is not impacted. In fact, the revenue neutrality of

CIAC is precisely why utilities can apply and receive approval of HUF 's outside

the context of a rate case.

IS THEIR AN EXCESS EARNINGS POTENTIAL IF THE UNEXPENDED

CASH IS NOT INCLUDED IN RATE BASE AS CIAC?

1

2

3 Q.

4

5
6  A .

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21 Q.

22
23 A.

24

25

No. This is because, as I previously stated, CIAC funded plant is revenue neutral.

Consider, for example, the normal situation where a utility has $100 of plant cost

f

3 Aladi Sb at 5.

4 See Rebuttal Testimony of Thomas J. Bourassa "(Bourassa Rb") at 7.

4



that is funded with $100 of CIAC. The rate base is for this plant is zero ($l00 of

plant cost less $100 of CIAC). Now consider the situation, similar to the instant

case, where the plant cost is zero because the utility has not spent the funds on

plant ($0 plant cost) and $100 of cash that the utility will use to pay for the plant.

The rate base is still zero ($0 plant cost and $0 of CIAC). Under either of these

two situations, the rate base is zero and "balanced". The utility neither over ears

nor under earns in either situation.

But if there is no plant cost and the $100 of cash is included in rate base as

CIAC, the rate base is a negative $100. The rate base is now "unbalanced". In

fact, it is artificially lower which gives rate payers an unjustified windfall in two

ways. First, the lower rate base results in a lower return component in the cost of

service and revenue requirement. Second, lower depreciable plant results in a

lower depreciation component in the cost of service and revenue requirement.

The utility will under earn, not over earn.

IN THE FUTURE, WHEN THE UTILITY SPENDS THE CASH ON

PLANT, WILL THE RATE BASE CHANGE?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16 Q.

17

18 A.

19

20

21

22

23

24

25

No, all things remaining the same. Again, using the example above, a future rate

base will have $100 of plant and $100 of CIAC, or zero rate base ($100 of plant

less $100 of CIAC). It should be clear, when the Company expends the

unexpended HUF's it had on hand at the end of the test year on future plant for

future capacity to serve future customers, the rate base will not change.

Again, this is the nature of CIAC funded plant. CIAC funded plant is

revenue neutral. However, it is not revenue neutral if the plant costs are not

5
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properly matched with CIAC is rate base. The Company's proposals result in a

properly matched rate base, where as Staffs does not.

B. Deferred Income Taxes

PLEASE EXPLAIN WHY YOU USED A TAX RATE OF 38.6 PERCETN IN

YOUR DEFERRED INCOME TAX COMPUTATION?

Because that is the income tax rate used in the instant case. The authority for

determining deferred income taxes (Statement ofFinanciaI Accounting Standards

No. I09 .- Accounting for Income Taxes)requires the use of the expected future

income tax rates. Arguably, the expected income tax rate is the income tax rate

used to compute the revenue requirement.

WHAT IS STAFF'S INCOME TAX RATE USED TO COMPUTE THE

REVENUE REQUIREMENT?

38.6 percent, as shown on Staff surrebuttal schedule BCA-2, line 17. Staff used

34.9, as shown on Staff surrebuttal schedule BCA-9-1, to compute deferred

income taxes. Again, Staff should have used 38.6 percent, not 34.9 percent.

1

2

3

4

5 Q,

6

7 A.

8

9

10

11

1 2

13 Q,

14

15 A .

16

17

18

19 Iv.

20

21 Q_

22

23

24

25

RATE DESIGN.

A. Offsite Facilities Capacity Reservation Charge (Hook-up Fee)

PLEASE COMMENT QN STAFF'S RECOMMENDATION TO

DISCONTINUE THE CURRENTLY AUTHORIZED OFFISITE

FACITITIES RESERVATION CHARGE (HUF).

6
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Staff recommends the discontinuation of the currently authorized offsite facilities

reservation charge.5 The Company opposes this. The Company's high

capitalization of zero cost capital is the result of collecting the HUF 's far in

advance of constructing the necessary plant. Since the Company is small, has

limited earnings and limited access to capital, the HUF's have helped to fund

needed plant. Growth has paid for growth. Had the Company not collected the

HUF's in advance, it would have had to raise the necessary capital through long-

term debt which has a cost and would have resulted a much higher rate base and

much higher rates. It is only by the inappropriate treatment of unexpended HUF's

by Staff that Staff's rate base is negative.

DOES THAT CONCLUDE YOUR TESTIMONY?

1 A.

2

3

4

5

6

7

8

9

10

11

12 Q,

13 A .

1 4

1 5

1 6

1 7

1 8

19

20

21

22

23

24

25 'A1adisba¢6.

Yes, except I do wish to note that my silence on any position taken by Staff or

with respect to any public comment, does not signal agreement.

I
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RECEIVEDSALLQUIST, DRUMMOND & O'CONNOR, p.c.
ATYORNEYS AT LAW

TEMPE OFFICE
4500  S .  LA K E S HORE  DRI V E

S U » T E  3 3 9
T E M P E ,  A RI Z ONA  85282

?U88 ear to p I: ALI

CORP COF'ii"iiSS§C.i
RICHARD L.  SALLQUIST

"r
FT 4.

p\3>*}34§F8&§) €&4sE5@L
FACSIMILE (480)  345-0412

E -MA I L dick@sd-law.com

O c t o b e r  1 4 ,  2 0 0 8

Ms. Kay Killer
Arizona Corporation Commission
Docket Control
1200 West Washington Street
Phoenix, Arizona 85007

Re: H20 Inc., Docket No. W-02234A-07~0557, Compliance Filing

Dear Ms. Killer:

Attached please find the original and fifteen (15) copies of the Affidavit of
Publication and the Affidavit of Mailing as required in the JULY 30, 2008 Procedural
Order in the Subj act Docket.

In die event you have any questions regarding this matter, please do not hesitate
to call the undersigned.

Sincerely,

i (/
g.

g..
51

\
Richard L. Sallquist

For the Firm

cc: Hearing Division
Legal Division
Utilities Division
Don Schnepf

43032-00000.309
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NOTARY UBLIC

r State o Arlzona
"Tb Count or plnao
. ARMELIA M SANCHEZ
My Comm. Expires 09-3G-2009

4

4

Affidavit of PUblication

STATE OF ARIZONA
ss.

TY OF PINAL

DONOVAN M. KRAMER SR. first being duly

sworn deposes and says: That he is a native born citizen of
the United States of America, over 2.1 years of age, that he is
publisher of the Florence Reminder and Blade-Tribune, a
weekly newspaper published at Florence, Pinal County,
AriZona, on Thursday of each week; that a notice, a fall, true
and complete printed copy of which is hereunto attached,
was printed in the regular edition of said newspaper, and not
in a supplement thereto, for ONE consecutive issues
the first publication thereof having been on the 25TH

day of SEPTEMBER A.D.,2008

Second publication

Third publication

Fourth publication

Fifth publication

Sixthpublication
i

By
-/,

So/or is ,~/
7

FLORENCE REMINDER AND BLADE-TRIBUNE

WW/ 4 4 4 4
OVAN M. KRAMERSR..

49, . t
- .. /
4 [428W;3/4

.13

V

Notnrv Il-.ill ; for the 1
Lf Arizona

\

PUBLIC NOTICE OF THE HEARING
ON THE APPLICATION OF H20, INC.

FOR A DErERMINATION OF THE
CURRENT FAIR VALUE OF ITS
UTILITY PROPERTY AND FOR
AN INCREASE IN ITS WATER
RATES AND CHARGES FOR

UTILITY SERVICES.
(Docket No. W-02234A-07~0557)
On October 1, 2007, H20, Inc.

("H20" or "Companyf') filed a rate appli-
cation with the Arizona Corporation
Commission ("Commissior\"). H20's
application, as revised, proposes an
annual revenue decrease of approxi-
mately $257,614, or 7.G2 percent
below current revenues. For average
consumption (8,334 gallons per month)
residential customers, H20's proposal
would decrease monthly rates by 9.05
percent. The actual percentage rate
change for individual customers would
vary depending upon the type and
quantity of service provided.

The Commission's Utilities Division
Staff ("Staff") is in the process of audit-
ing and analyzing the application, and
has not yet made any recommenda-
tions regarding H20's proposed rates.
The Commission will determine the
appropriate relief to be granted based
on the evidence presented by the par-
ties. The Commission is not bound by
the proposals made by H20, Staff, or

interveners. Therefore, the final
approved by the Commission

Le higher or lower than the rates
.,..wested by H20.
How You Can View or Obtain a Copy

of the Rate Proposal
Copies of the application and pro-

posed rates are available from H20 at
41502 n. Schnepf Road, Queen Creek,
Arizona 85242, between 8:00 and
12:00 pm, and 1:00 to 4:30pm, Monday
thru Friday, and at the Commission's
Docket Control Center at 1200 West

orms/public_comment.pdf. If you
require assistance, you may contact
the Consumer Services Section at 1-
800-222-7000.

About Intervention
The law provides for an open public

hearing at which, under appropriate
circumstances, interested parties may
intervene. Any person or entity entitled
by law to intervene and having a direct
and substantial interest in the matter
will be permitted to intewerre. If you
wish to intervene, you must file an orig-
inal and 13 copies of a written motion
to intervene with the Commission no
later than November 14, 2008, and
send a copy of the motion to H20 or its
counsel and to all parties of record.
Your motion to intervene must contain
the following:

1. Your name, address, and tele-
phone number, and the name,
address, and telephone number of any
party upon whom service of docu-
ments is to be made, if not yourself,

2. A short statement of your interest
in the proceeding (e.g., a customer of
H20, a shareholder of H20, etc.), and

3. A statement certifying that you
have mailed a copy of the motion to
intervene to H20 or its counsel and to
all parties of record in the case.

The granting of motions to intervene
shall be governed by A.A.C. R14-3-
1o5, except that all motions to inter-
vene must be filed on or before
November 14, 2008. If representation
by counsel is required by Rule 31 of the
Rules of the Arizona Supreme Court,
intervention will be conditioned upon
the intervenor obtaining counsel to rep-
resent the intervenor. For information
about requesting intervention, visit the
Commission's website at
http://www.azcc.gov/divisions/utilities/f
orms/interven.pdf. The granting of
intervention, among other things, enti-

}
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I
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Richard L. Sallquist
SALLQUIST DRUMMOND & O CONNOR, P C
4500 S. Lakeshore Drive, Suite 339
Tempe, Arizona 85282
Telephone: (48.0) 839-5202
Fax: (480) 345-0412
Attorneys for H20, Inc.

6 BEFORE THE ARIZONA CORPORATION COMMISSION

7 DOCKET NO. W-02234A-07-0557

8 AFFIDAVIT OF MAILING

9

10

IN TIII* MM II R OF THE
APPI ICA I ION OI H70 IN( A\
ARIZONA CORPORATION, FOR A
DI* IEKMIMA I ION OI TIIL
LURRINI I /\II{ VAN u13; OI Ill
UTILITY pI{()I>FR"[IY AND FOR AN
INCRI A91 I\ ITS W /\Ì FR RA Ì FS
AND(Ii'\RGI SIQR L HI HY
SERVICES

)
)
)
)
)
)
)
)
)11

12
9lA[I ()l ARI/UNA

13
)
>
>County oflPinal

14
The undersigned being first duly sworn deposes and says as follows:

15
I am Donald S. Schnepf, President of H20.Inc. My business address is 41502

IN
North Schncpf Road, Queen Creek, Arizona 85242.

17
2. On or about September 30, 2008, I caused to be mailed to every customer of

record as of that date, the notice of the Company's Rate Application in the form attached hereto
19

as Attachment One.
20

Further ztfiizml sayer not.

21

Donald L. Schnepf

24

18

22

88

43032.00()00.307
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SUBSCRIBED AND SWORN to before me this 14"1 day of October, 2008, by Donald S.
2

Schnepf.

2444- f ,
Notary pWénc

My Commission Expires:
5

61 9* ANNA. LAMPRECHT
NOTAEY PUB c-.Amzo

dopA
Cenwrmsséon Exn§re

M

10

11

12

14

16

l'7

18

19

20

21

23

24

13

15

22

4

3

6

7

9

8

43032.(J000().307



I

PUBLIC NOTICE OF THE HEARINGON THE APPLICATION OF
H20. INC. FOR A DE'rERMJNAT1ONOF THE CURRENT FAJR VALUE
OF ITS UTILITY PROPERTY AND FOR AN INCREASE IN ITS WATER

RATES AND CHARGES FOR UTILITY SERVICES 1
(Docket No. W-l)2234A-0'7..055'7}

Arizona. Corporation Commission ("Commission"). application, as
On October 1, 2007, 1-120, Inc. ("H20" or "Con1oa.ny") filed a :ate application with
the ') H20's
revised, proposes an annual revenue decrease of approximately $257,614, or 7.62
percentbelow current revenues. For average consumption (8,334 gallons per month)
residential customers, H20's proposal would decrease monthly rates by 9.05 percent.
The actual percentage Chang
upon the type and quantity of service pro

rare change for individual customers would vary deiacnding
pu:ov1d.ed.

The Commission's Udiities Division StaE ("Staff') is in the process of auditing and
analyzing the application, and has not yet made any recommendations regarding
H20's proposed rates. The Commission will determine the appropriate relief to be
granted based on the evidence presented by the parties. Tue Commission is not bound
by the proposals made by H20, Staff, or any inteirvenors. Therefore, the Una! rates
approved by the Commission may be higher or lower Dian the rates requested by H20.

How You Can View or Obtain a Cony of the Rate Proposal

Copies of the application and proposed rates are available from H20 at
4150" Schnepf Road, Queen Creek, Arizona 85242, between 8:00 and }-:00 am,
and 1:00 to 4:30pm, Monday thru Friday.

Anzo f p lnspec
during regular business hours and on the Internet via the Comrmsslon's webslte
(www.azec.gov) using the e-Docket function.

4 and at the Con;unission's Docket
Control Center at 1200 West Washington, Phoenix, Arizona, for public inspection

The Commission will hold a hearing on this matter beginning
Arizona Corporation Commission Public Hearing Information

h gunningMarch 9, 2009, at
10:00 a.m. at the Cornrnission's o'&ices, Hearing Room #1, 1200 West Washington
Street, Phoenix, Arizona. Public comments iii be taken on the inst day of the
hearing. Written public comments may be submitted by mailing a letter referencing
Docket No. W-02234A-07-0557 to Arizona Corporation Commission, Consumer
Services Section, 1200 West Washington, Phoenix, AZ 85007, or by e-xnail. For a
form to use and instructions on how to e-mail comments to the Commission, go to
http://vlrww.azcc.gov/divisions/utilities/forms/public_comment.pdf. y
assistance, you may contact the Consumer Services Section at 1-800-222-7000.

If you require

About Intervention
The law provides open public hearing; at which, under appropriateI I  an
circumstaNces, interested parties may intervene. Any person or entity entitled by law
to intervene and having a direct and substandall interest in the matter wit] be permitted
to intervene. y , y must ml., an oriamai 1 op
written motion to intervene with the Commission no later titan November 14, 2008,
and send a copy of the motion to H20 or its counsel and to dl parties of record. Your
motion to intervene must contain the following:

Ifyou wish to intsrvune,you must file an original and 13 copies of a

Your name - address, and telephonenumber,and the name, address. and
telephone number of any party upon whom service of doeumenis is to
be made, if not yourself;

"1
41.1.

1.

A short statement of your interest in the proceeding (e.g., a customer of
I-IIZO, a shareholder ofH20, etc.), and
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3. A statement certifying that you have mailed a copy of the motion to
intervene to H20 or its counsel and to dl parties of record 111 the case.

The granting of motions to intervene shall be governed by A.A.C. R14-3-105, except
Thai all motions to intervene must be filed on or before November 14. 2008. I f
representation by counsel is required by Rule 31 of the Rules of the Arizona Supreme
Court, intervention will be conditioned upon the intervenor obtaining counsel to
represent the intervenor. For information about requesting intervention, visit the

. ' :ms/in
The granting of intervention, among other things, entitles a party to present sworn
evidence at hearing and to cross-examine other witnesses. However, failure to
intervene will not preclude any interested person or entity from anoearine at the
hearing and providing public comment On the application or from tiling written
comments in the record of the case.

Commission's website at http://www.azoc.gov/divisions/uti1ities/fo:ms/inte1'ven.pdtZ

ADA/Equal Access Information
The Commission does not discriminate on the basis of disability in admission to its
public meetings. Persons with a disability may request a reasonable accommodation
such as a sign language interpreter, as well- as request this document in an alternative

niactxng g . ,
voice phone number 602-' ._ ,,.... Rcouests should be made as early as possible to
allow time to arrange the accommodation.

formal, by contacting the ADA Coordinattor, Linda Hogan, E-mail Lhogan@azcc.gov
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TARIFF SCHEDULE

UTILITY: HZO, INC. SHEET NO. 1

DOCKET no. W-02234A-00-0706
DECISION no.

EFFECTWE DATE:

OFF-SITE CAPACITY RESERVATION CHARGE

1. Purpose and Applicability

The purpose of the capacity charges payable to HZO, Inc. ("the Company") pursuant to this tariff
is to equitably apportion the costs of constructing additional facilities to provide water
production, storage, pressure and fire How among all new service connections. These charges
are applicable to all new service connections established after the effective date of this tariff.
The charges are one-time charges and are payable as a condition to Company's establishment of
service, as more particularly provided below.

II. Definitions

Unless the context otherwise requires, the definitions set forth in R-l4-2-401 of the Arizona
Corporation Commission's rules and regulations governing water utilities shall apply in
interpreting this tariff schedule.

"Applicant" means any party entering into an agreement with Company for the installation of
water facilities to serve new service connections .

"Company" means H20 Inc., an Arizona corporation.

"Main Extension Agreement" means any agreement whereby an applicant agrees to advance the
costs of the installation of water facilities to the Company to serve new service connections, or
install water facilities to serve new service connections and transfer ownership of such water
facilities to the Company, which agreement shall require the approval of the Arizona Corporation
Commission (same as line extension agreement).

"Off-Site Facilities" means wells, storage tanks and related appurtenances necessary for proper
operation, including engineering and design costs. Off-Site facilities may also include booster
pumps, pressure tanks, transmission mains and related appurtenances necessary for proper
operation, if these facilities are not for the exclusive use of the applicant and these facilities will
benefit the entire water system.

"Service Connection" means and includes all service connections for single-family residential or
other uses, regardless of meter size.



OFF-SITE CAPACITY RESERVATION CHARGE TABLE
Meter Size Size Factor Total Fee

as
5/8" x % 1 $875.00

% " 1.2 $1,050.00
1 " 2 $1,750.00

ac14% 4 $3,500.00
6.4 $5,600.00

3 " 12 $10,500.00
20 $17,500.00

6" or larger 40 $35,000.00

4*

1

HZO, Inc, Docket No. W-02234A-00-0_06
Off-Site Capacity Reservation Charge Tariff
Page 2

ORIGINAL*

III. Off-Site Capacity Reservation Charge

Each new service connection shall pay the total Off-Site Capacity Reservation Charge derived
Hom the following table:

IV. Terms and Conditions

(A) Assessment of One Time Off-Site Capacity Reservation Charge: The Off-site Capacity
Reservation Charge may be assessed only once per parcel, service connection, or lot within a
subdivision (similar to meter and service line installation charge) .

(B) Use of Off-Site Capacitv Reservation Charge: Off-Site Capacity Reservation Charges
may only be used to pay for capital items of off-site facilities, or for repayment of loans obtained
for installation of off-site facilities. Off-Site Capacity Reservation Charges shall not be used for
repairs, maintenance, or operational purposes.

(C) Time of Pavment:

For those requiring a main extension agreement -

In the event that the person or entity will be constructing improvements ("Builder") is
otherwise required to enter into a main extension agreement, whereby the Builder
agrees to advance the costs of installing mains, valves, SEttings, hydrants and other on-
site improvements in order to extend service in accordance with R-14-2-406 (B),
payment of the charges required hereunder shall be made by the Builder within 15
calendar days after receipt of notification ham the Company that the Utilities
Division of the Arizona Corporation Commission has approved the main extension
agreement in accordance with R14-2-406(M).

Appggx/ED FOR FlL lNG
. / "WD/
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HZO, Inc. Docket No. W-02234A-00-0706
Off-Site Capacity Reservation Charge Tariff
Page 3 R\ NANAL
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I For those connecting to an existing main that was installed pursuant to a main
extension agreement that was approved by the Arizona Corporation Commission -

In the event that the Builder or other new applicant for service is not required to enter
into a main extension agreement, the charges hereunder shall be due and payable at
the time the meter and service line installation fee is due and payable.

(D) Failure to Pay Charges, Delinquent Pavments: The Company will not be obligated to
provide water service to any Builder or other applicant for service in the event that the Builder or
other applicant for service has not paid in full all charges hereunder. Under no circumstances
will the Company set a meter or otherwise allow service to be established if the entire amount of
any payment has not been paid.

(E) Large Subdivision Projects: In the event that the Builder is engaged in the development
of a residential subdivision containing more than 50 lots, the Company may, in its discretion,
agree to payment of capacity charges in installments. Such installments shall be based on the
residential subdivision development's phasing and will attempt to equitably apportion the
payment of charges hereunder based on the Builder's construction schedule and water service
requirements.

(F) Off-Site Capacitv Reservation Charge Non-refundable: The amounts collected by the
Company pursuant to the Off-Site Capacity Reservation Charge shall be non-refundable
contributions in aid of construction.

(G) Use of Charges Received: All funds collected by the Company as Off-Site Capacity
Reservation Charges shall be deposited into a separate interest bearing trust account and used
solely for the purposes of paying for the costs of off-site facilities, including repayment of loans
obtained for the installation of off-site facilities that will benefit the entire water system.

(H) Off-Site Capacity Reservation Charge in Addition to On-Site Facilities: The Capacity
Reservation Charge shall be in addition to any costs associated with a main extension agreement
for on-site facilities.

(I) Disposition of Excess Funds: After all necessary and desirable off-site facilities are
constructed utilizing funds collected pursuant to the Off-Site Capacity Reservation Charge or the
Off-Site Capacity Reservation Charge has been terminated by order of the Arizona Corporation
Commission (Commission), any funds remaining in the trust shall be refunded. The manner of
the refund shall be determined by the Commission at the time a refund becomes necessary,

(J) Fire Flow Requirements: In the event the applicant for service has fire flow requirements
that require additional facilities beyond those facilities whose costs were included in the Off-Site

. ,..»¢»--..
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HZO, Inc. Docket No. W-02234A-00-0706
Off-Site Capacity Reservation Charge Tariff
Page 4

Capacity Reservation Charge and which are contemplated to be constructed using the proceeds
of the Off-Site Capacity Reservation Charge, the Company may require the applicant to install
such additional facilities as are required to meet those additional fire flow requirements, as a
non-refundable contribution, in addition to the Off-Site Capacity Reservation Charge.

(K) Replacement and Superseding of Company's Facilities Construction Advance Tariff: -
This tariff schedule, and the capacity charges provided hereinabove, supersede and replace the
Company's Facilities Construction Advance tariff, which becmeeffective on June 1, 1989, in
accordance with Decision No. 56486. Otherwise, all applicants for service must comply with the
terms and conditions governing the establishment of service set forth in the Company's tariff
schedules on file with the Arizona Corporation Commission, as they may be amended from time
to time. Any unused funds remaining from the Facilities Construction Advance tariff shall be
transferred to the Off-Site Capacity Reservation account and used in the manner described
herein.

Effective Date: i t ' I L ( / O  0

Approved for Filing in Compliance with
Decision No. Q' 58440:

I
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Direct Testimony of Katn'n Stukov
Docket No. W-02234A~07-0557
Page 1

Q,

A. My name is Katlin Stukov. My place of employment is the Arizona Corporation

Commission ("Commission"), Utilities Division, 1200 West Washington Street, Phoenix,

Arizona 85007. My job title is Utilities Engineer.

INT RODUCT ION

Please state your name, place of employment and job title.

Q- How long have you been employed by the Commission?

Shave been employed by the Commission since June 2006.

Q, Please list your duties and responsibilities.

A. As a Utilities Engineer, specializing in water and wastewater engineering, I inspect,

investigate, and evaluate water and wastewater systems, obtain data, prepare investigative

reports, suggest corrective action and provide technical recommendations on water and

wastewater system deficiencies, and provide written and oral testimony on rate and other

cases before the Commission.

Q,

A.

How many cases have you analyzed for the Utilities Division?

I have analyzed approximately 35 cases covering various responsibilities for the Utilities

Division.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Q- What is your educational background?

'i

A.

A. I graduated from the Moscow University of Civil Engineering with a Bachelor of Science

degree in Civil Engineering with a concentration in water and wastewater systems.
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Direct Testimony of Katlin Stukov
Docket No. W-02234A-07-0557
Page 2

Q- Briefly describe your pertinent work experience.1

2

3

4

A.

I
It
i

Prior to my employment with the Commission, I was a design review environmental

engineer with the Arizona Department of Environmental Quality ("ADEQ") for twenty

years. My responsibilities with ADEQ included review of prob ects for the construction of

water and wastewater facilities. Prior to that, I worked as a civ il engineer in several

engineering and consulting f irms, including Bechtel, Inc. and Brown & Root, Inc., in

Houston, Texas.

PURPOSE OF TESTIMONY

Q. Were you assigned to provide the Utilities Division Staffs ("Staff"') engineering

analysis and recommendation for the H20, Inc. ("H20" or "Company") in this

proceeding?

Yes. I reviewed the Company's application and responses to data requests, and I visited

the water system on September 12, 2008. This testimony arid its attachment present

Staffs engineering evaluation.

5

6

7

8

9

1 0

1 1

12

13

14

15

16

17

18

1 9

2 0

21

2 2

23

2 4

ENGINEERING REPORT

Q. Please describe the attached Engineering Report, Exhibit KS.

A.

A. Exhibit KS presents H20 water system's details and Staff"s analysis and findings, and is

attached to this direct testimony. Exhibit KS contains the following major topics: (1) a

description and analysis of the water system, (2) water use, (3) growth, (4) compliance

with the mies of the ADEQ, Arizona Department of Water Resources, and the Arizona

Corporation Commission, (5) depreciation rates and Staff"s conclusions and

recommendations.
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Direct Testimony of Katrina Stukov
Docket No. W-02234A-07-0557
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1 Q- Does this conclude your direct testimony?

2 Yes, it does.

l

!
I

1

I
l

I

I
F

l
I
I

A.

4



EXHIBIT KS

i

1

Engineering Report For
H20, Inc.
Docket No. W-02234A-07-0557 (RATES)
By: Katlin Smkov
Utilities Engineer
September 24, 2008

SUMMARY

CONCLUSIONS

1, The Arizona Department of Environmental Quality ("ADEQ") has reported that the H20's
Public Water System ("PWS") #I 1-060 is currently delivering water that meets the water
quality standards required by Arizona Administrative Code, Title 18, Chapter 4.

The Maricopa County Environmental Services Department ("MCESD"), as a formally
delegated agent of the ADEQ, reported that H20's PWS# 07-904 is currently delivering
water that meets the water quality standards required by Arizona Administrative Code, Title
18, Chapter 4.

MCESD has reported that the Town of Queen Creek's PWS# 07-033, which supplies water
to H20 PWS # 07~904, is currently delivering water that meets the water quality standards
required by Arizona Administrative Code, Title 18, Chapter 4.

4. The H20's water system PWS# 11-060 has a water loss of 10.1 percent, which is just above
the recommended threshold amount of 10 percent.

The H20 water system's current well and storage capacities are adequate to serve the present
customer base and a reasonable level of growth.

The Company is located in the Phoenix Active Management Area ("AMA") and is in
compliance with Arizona Department of Water Resources ("ADWR") reporting
requirements, and upon completion of its review of the Company's System Water Plan,
which includes a Water Supply Plan, Drought Preparedness Plan and Water Conservation
Plan, ADWR will issue the documentation stating whether or not the System Water Plan
tiled meets ADWR requirements.

7. The Company has no outstanding Arizona Corporation Commission ("ACC") compliance
issues.

The Company has an approved curtaihnent pla.n and a backflow prevention tariffs.

I
v

3.

2.

5.

6.

8.

l



) EXHIBIT KS

RECOMMENDATIONS

1. The Company's water system PWS# 11-060 has water loss of 10.1 percent. Staff
recommends that the Company evaluate this water system and prepare a report for
corrective measures demonstrating how the Company will reduce its water loss to less than
10 percent. Water loss shall be reduced to less than 10 percent by December 31, 2009. If
the Company finds that reduction of water loss to less than 10 percent is not cost-effective,
the Company shall submit a detailed cost analysis and explanation demonstrating why water
loss reduction to less than 10 percent is not cost effective. The Company shall file such
report with Docket Control, as a compliance item in this docket, within six month of the
effective date of the decision in this case.

2. Staff recommends that the Company file as a compliance item in this docket no later than
December 31, 2009, a copy of the documentation issued by ADWR indicating that the
Company's System Water Plan met ADWR requirements.

Staff recommends its annual water testing expense estimate of $23,976 be used for this
proceeding.

Staff recommends that the Company adopt the depreciation rates delineated in Table C on a
going forward basis.

Staff recommends approval of its service line and meter installation charges labeled "Staffs
Recommendation" in Table D.

3.

4.

5.

2
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A. INTRODUCTION AND LOCATION OF COMPANY

On October 1, 2007, H20, Inc. Water Company ("H20" or "Company") filed its initial rate
application with the Arizona Corporation Commission ("ACC" or "Commission"), and on May
13, 2008, H20 tiled an amendedrate application.

r
r H20's service area is located in the vicinity of Queen Creek, in portions of Pinal and Maricopa

Counties. H20 served over 6,300 customers in 2006.

The H20's water plant facilities are located in both Penal and Maricopa Counties, subsequently,
ADEQ regulates facilities within Pinal County under PWS #11-060 and MCESD regulates
H20'S facilities widiin Maricopa County under PWS # 07-904 (this system is a consecutive
water system to the Town of Queen Creek ("Town") water system PWS #07-033).

The Company is temporarily purchasing water from the Town's water system, formally owned
by Queen Creek Water Cornpanyl, in order to serve approximately 77 customers, within H20's
service area, located west of the railroad/Rittenhouse Road ("railroad") in Maricopa County. H20
indicated that it is planning to install a water line extension sometime in the future in order to
interconnect both distribution systems (PWS #11-060 and PWS # 07-904) east and west of the
railroad, which when installed will eliminate any need to purchase water from the Town.

Figure 1 shows the location of the Company within Pinal and Maricopa Counties and delineates
the approximate 11,640 acres of H20's existing certificated area,

B. DESCRIPTION OF THE WATER SYSTEM

The H20 water systems were visited on September 12, 2008, by Katrina Stukov, Staff Utilities
Engineer, in the accompaniment of Donald Schnepi the Company President and Craig
Thiesenhusen, the water system operator.

The Company reported that in 2006 its plant consisted of four active wells, eight storage tanks,
gas chlorination units, pressure tanks, booster pumps and two separate distribution systems
sewing 6,382 customers ( the main water system PWS #11-060 had 6,305 connections and the
consecutive system PWS# 07-904 had 77 connections).

I Table A includes a detailed plant facility listing and a system schematic is shown as Figure 2.

x
z

I

1 The application of Queen Creek Water Company to sell its assets to the Town was approved by ACC in Decision
No 70204 on March 20, 2008.
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Figure 1

Maricopa County Penal County
I



Plant
Name

Well
ADWR

ID#

Pump
horsepower

(hp)

Pump
Yield

(rpm)

Casing
Depth
(feet)

Casing
Diameter
(inches)

Meter
Size
(inches)

Year
Drilled

Notes

Main
55-605834
55-605835
55-605836
55-605837

300
200
n/a
We

1,300
1,050
n/a
We

1,200
1,200
1,200
1,200

16/14
20/16
20/16
20/16

10
6

n/a
n/a

1966
1950
1950
1966

Primary
Back-up
Not in service
Capped

Castlegate 55-625006 300 1,400 940 16 10 1972

Pecan Creek
North

55-809158 300 1,200 878 16 10 1946

Plant
Name

i

Storage Tanks Pressure Tanks Booster Pumps' Components Structures

Size
(gallons)

quanta

Ty
Size

(gallons)
quantity hp quantity

Main 500,000
200,000

1
1

. . - u ..

5,000 1 15
50
60

4

3

1

Ch1orinator(2)
w/enclosure

Steel shade
8' Block wall

Castlegate 800,000
800,000

1
1

5,000 2 50 6 Chlorinator
w/enclosure

Steel shade
8' Block wall

Pecan
Creek
North

800,000
800,000

1
1

5,000 2 50 6 Chlorinator
w/enclosure,

Backup
Generator

Steel shade
8' Block wall

Links 700,000
300,000

1

1

5,000 2 15
25
100

3
3

100

Chlorinator
w/enclosure;

Backup
Generator

Steel shade
8' Block wall

Size inches I quantity
5/8 X3/4 236

3/4 6,119
1 212

1 1/21 22
2

r

z 79
Total

i
6,668

Size inches) Material Length feet
4 8,752
6 154,033
8 252,453

10
12 224,077

EXHIBIT KS
Page 3 of 12

Table A. Plant Facilities Sumlnaryz

Wells

Water Tanks and Components

Mains Customer Meters

§
1

2 Based on the Company's application
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c. WATER USE

1. Main Water Svstem PWS# 11~060

Water Sold

Figure 3 represents the water consumption data for the test year ending December 31, 2006,
provided by the Company in its water use data sheets. Customer consumption included a high
monthly water use of 627 gallons per day ("GPD") per connection in June, and the low water use
was 250 GPD per connection in December. The average annual use was 394 GPD per
connection.

Figure 3 Water Use

4z9

:so

¢-q._

Non-account Water

Non-account water should be 10 percent or less. It is important to be able to reconcile the
difference between water sold and the water produced by the source. A water balance will allow
a company to identify water and revenue losses due to leakage, theft and flushing.

I

. 9

3 Per Company's response dated September 8, 2008.
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Figure 4 represents the water consumption data for the test year ending December 31, 2006,
provided by the Company in its water use data sheets. Customer consumption included a high
monthly water use of 1,294 GPD per connection in August, and the low water use was 457 GPD
per connection in December. The average annual use was 781 GPD per connection.

The Company reported 922,090,000 gallons pumped, 825,049,000 gallons sold and 3,537,947
gallons of metered non-revenue uses for the test year, resulting in a water loss of 10.1 percent
which is just above the recommended threshold amount of 10 percent.

Water Sold

2. Consecutive Water System PWS# 07-904

Figure 4 Water Use

1.108

EXHIBIT KS
Page 6 of 12

Non-account Water

The Company reported 21,240,000 gallons purchased and 21,240,000 gallons sold for the test
year, resulting in a water loss of 0.00 percent, because during the test year customers were
directly metered by the Town.

I

4 Per Company's response dated September 16, 2008.
s Per Company's response dated September 8, 2008.
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D. SYSTEM ANALYSIS

t
x

Based on the data provided by the Company for the Test Year, Staff concludes that the
Company's current system has adequate production and storage capacities to serve its customer
base and reasonable growth.

E. GROWTH

Based on customer data obtained from the Company's Annual Reports, it is projected that the
Company could have over 12,000 customers by2011. Figure 5 depicts actual growth from 2004
to 2006 and projects an estimated growth in the service area for the next five years using linear
regression analysis.

l

'Ar

Figure 5 Growth Projection
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F. ADWR COMPLIANCE

The Company is located in the Phoenix Active Management Area ("AMA"). According to an
ADWR Compliance Status Report, dated July 25, 2008, the Company's water system is in
compliance with the reporting requirements. Upon completion of its review of the Company's
System Water Plan, which includes a Water Supply Plan, Drought Preparedness Plan and Water
Conservation Plan, per Arizona Revised Statutes § 45-341-343, ADWR will issue the
documentation stating whether or not the System Water Plan filed meets ADWR requirements.

G. ADEQ COMPLIANCE

Compliance Status

Based on ADEQ Compliance Status Report of September 7, 2007, and Compliance Inspection
Report of July 14, 2008, H20 PWS # 11-060 has no deficiencies and ADEQ has determined that
this system is currently delivering water that meets water quality standards required by Arizona
Administrative Code, Title 18, and Chapter 4.

Based on MCESD Compliance Status Report, dated August 29, 2008, H20 PWS #07-904 has
no deficiencies and MCESD has determined that this system is currently delivering water that
meets water quality standards required by Arizona Administrative Code, Title 18, and Chapter 4.

Based on MCESD Compliance Status Report, dated September 2, 2008, the Town PWS #07-
033, which supplies water to H20 PWS # 07-904, has no deficiencies and MCESD has
determined that this system is currently delivering water that meets water quality standards
required by Arizona Administrative Code, Title 18, and Chapter 4.

Water Testing Expense

The Company reported its water testing expense at $13,9006 for the 2006 test year and at
$22,1857 for 2008. Staff has reviewed the Company's testing expense and has recalculated
testing costs based on the current Sample Schedules provided by ADEQ and die costs provided
by the Aquatic Consulting & Testing Laboratory.

Table B shows Staff's annual water monitoring expense estimate of $23,976.

6 Per Company's response dated May 13, 2008.
7 Per Company's response dated September 8, 2008.
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Table B. Water Testing Cost
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H. ACC COMPLIANCE

A check with Utilities Division Compliance Section showed that there are currently no
delinquent compliance items for the Companyw.

I. DEPRECIATION RATES

Staff has developed typical and customary depreciation rates within a range of anticipated
equipment life. These rates are presented in Table C. The depreciation rate table submitted by the
Company with this application deviates from Staffs typical and customary water depreciation
rate table (For example, the Company has not classified its plant-in-service in to the sub-
accounts: NARUC Accounts No. 320.1, 320.2, 330.1, 330.2 and 340.1). Staff recommends that
the Company adopt Staffs typical and customary depreciation rates in the accounts listed in
Table C on a going forward basis.

8 Entry Point into the Distribution System ("EPDS")
9 Distribution System ("DS")
10 Per ACC Compliance status check dated August 28, 2008

i



NARUC
Account No.

Depreciable Plant
Average
Service Life

ears)

Annual
Accrual Rate

(%)
564 structures & Improvements 30 3.33

305 Collecting & Impounding Reservoirs 40 2.50

306 Lake, River, Canal Intakes 40 2.50

307 Wells & Springs 30 3.33

308 Infiltration Galleries 15 6.67

309 Raw Water Supply Mains 50 2.00

310 Power Generation Equipment 20 5.00

311 Pumping Equipment 8 12.5

320 Water Treatment Equipment

320.1 Water Treatment Plants 30 3.33

320.2 Solution Chemical Feeders 5 20.0

330 Distribution Reservoirs & Standpipes

330.1 Storage Tanks 45 2.22

330.2 Pressure Tanks 20 5.00

331 Transmission & DistributionMains 50 2.00

333 Services 30 3.33

334 Meters 12 8.33

335 Hydrants 50 2.00

336 Backflow Prevention Devices 15 6.67

339 Other Plant & Misc Equipment 15 6.67

340 Office Furniture & Equipment 15 6.67

340.1 Computers & Software 5 20.00

341 Transportation Equipment 5 20.00

342 Stores Equipment 25 4.00

343 Tools, Shop & Garage Equipment 20 5.00

344 Laboratory Equipment 10 10.00

345 Power Operated Equipment 20 5.00

346 Communication Equipment 10 10,00

347 Miscellaneous Equipment 10 10.00

348 Other Tangible Plant

EXHIBIT KS
Page 10 of 12

TABLE C
TYPICAL DEPRECIATION RATES FOR WATER COMPANIES

4

NOTES:
1. These depreciation rates represent average expected rates. Water companies may experience different

rates due to variations in construction, environment, or the physical and chemical characteristics of the
water.
Acct. 348, Other Tangible Plant may vary from 5% to 50%. The depreciation rate would be set iii
accordance with the specific capital items in this account.

2.



Meter Size
Company's

Current
Charges

Company's Requested Charges Staffs Recommendation

Service
L i ne
Charges

Meter
Charges

Total
Charges

Service
Line

Charges

Meter
Charges

Total
Charges

5/8"x 3/4" $285 $385 $135 $520 $415 $105 $520

3/4" $320 $385 $215 $600 $415 $205 $620

$360 $435 $255 $690 $465 $265 $730

I-1/2" $545 $470 $465 $935 $520 $475 $995
2 "

2"- Turbine
2"- Compound

$915
N/T
N/T

N / A
$630
$630

N / A
$965

$1,690

N/A
$1,595
$2,320

N / A
$800
$800

N/A
$995

$1,840

N / A
$1,795
$2,640

3 "

3"- Turbine
3"- Compound

$1,150
N/T
N/T

N / A
$805
$845

N/A
$1,470
$2,265

N/A
$2,275
$3,110

N/A
$1,015
$1,135

N / A
$1,620
$2,495

N / A
$2,635
$3,630

4"- Turbine
4"- Compound

$1,885
N/T
N/T

N/A
$1,170
$1,230

N / A
$2,350
$3,245

N/A
$3,520
$4,475

N/A
$1,430
$1,610

N/A
$2,570
$3,545

N/A
$4,000
$5,155

6"-Turbine
6"-Compound

$3,780
N/T
N/T

N/A
$1,730
$1,770

N / A
$4,545
$6,280

N/A
$6,275
$8,050

N / A
$2,150
$2,270

N/A
$4,925
$6,820

N/A
$7,075
$9,090

|  8" & larger N/T At Cost At Cost At Cost At Cost At Cost At Cost

Note: "N/T"- No Tariff
"N/A"- Not Applicable

4

EXHIBIT KS
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I

I
J. OTHER ISSUES

1

1. Service Line and Meter Installation Charges

The Company has requested changes in its service line and meter installation charges. Service
line and meter installation charges are refundable advances. The Company has submitted a prior
listing of Staffs customary range of charges for the service line and meter installation charges.
However, Staff will recommend its updatedversion at its the lower end of its customary range of
charges as shown in Table D. Staff believes its updated charges, which are slightly higher than
the charges proposed by the Company, are more reflective of current costs. The Company also
has requested charges for the installation of 8-inch and larger service line and meter be charged
on an individual customer basis "At Cost". Staff concurs with using this approach for larger size
meters. Therefore, Staff recommends that the charges labeled "StafFs Recommendation" in Table
D be adopted.

Table D. Service Line and Meter Installation Charges

T

}

I
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i

II

Off-site Capacity Reservation Charges (Hook-up Fee)

The Company has approved Off-site Capacity Reservation Charges.

3. Curtailment Plan Tariff

The Company has an approved curtailment plan tariff.

4. Backflow Prevention Tariff

The Company has an approved backflow prevention tariff

I
E
a
i3

i

3
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EXECUTIVESUMMARY
Hzo, INC.

DOCKET no. W-02234A-07-0557

I

HZO, Inc. is an Arizona for profit Class B public service corporation providing water to
approximately 6,300 customers in the vicinity of Queen Creek, in portions of Pina] and Maricopa
Counties in Arizona. In compliance with Decision No. 69413, on October 1, 2007, H20, Inc.
("H20" or "Company") filed its initial rate application with the Arizona Corporation
Commission ("ACC" or "Commission"). On May 13, 2008, H20 filed an amended application
which it subsequently revised on December 22, 2008. The application shows that for the test
year ended December 31, 2006, the Company produced adjusted operating revenues of
$3,379,767 and an operating income of $296,353, for a 15.24 percent rate of return on a fair
value rate base (same as original cost) of $1,944,l85. H20 requests a $154,861 revenue
decrease to provide a $199,823 operating income representing a 10.28 percent rate of return.

The testimony of Mr. Brendan Aladi presents Staffs recommendation in the areas of rate base,
operating income, revenue requirement and rate design. Staff recommends operating revenue of
$3,218,705, a decrease of $159,937, or 4.73 percent, less than the adjusted test year revenue of
$3,378,642, to produce a $321,871 operating income and a 10.0 percent operating margin. Staff
Calculated a negative $500,901 rate base for which no meaningful rate of return can be
calculated. Staff"s primary rate base adjustments are a $2,859,339 increase to contributions-in-
aid-of-construction ("CIAC") and a $34,405 increase to advances-in-aid-of-construction
("AIAC"), and the primary adjustment to operating income is a $210,061 decrease to
depreciation expense.

The present rate design has minimum monthly charges of $15, $18, $37, $75 and $120 for 5/8-
inch, %-inch, 1-inch, 1.5-inch and 2-inch meter sizes, respectively. Customers with meters of
each size receive the hist 1,000 gallons of water each month as part of the minimum monthly
charge and pay a commodity rate of $1.78 per 1,000 gallons for the next 19,000 gallons and
$2.11 per 1,000 gallons for all gallons over 20,000.

The Company's proposed rate design has a three-tier rate structure for 5/8-inch and 3/4-inch
customer classes with break-over points at 4,000 gallons, and at 10,000 gallons. The Company
also proposes a two-tier rate structure for 1-inch meter sizes and larger with break-over points
that vary incrementally by meter size. The Company proposes to begin charging a minimum
monthly charge for 3-inch, 4-inch, 6-inch, 8-inch and 10-inch meters for the first time. The
typical 5/8-inch meter bill with median use of 2,500 gallons would decrease by $5.11, or 26.3
percent, from $19.45 to $14.35.

Staff recommends a three-tier inverted block rate structure for the 5/8-inch and 3/4-inch
customer classes with break-over points at 3,000 gallons and at 10,000 gallons. Staff
recommends a two-tier inverted block rate structure for the meter sizes 1-inch and larger with
break-over points that increase by meter size. Staff recommends monthly minimum charges that
increase proportionally to the volumetric capacity of the meter sizes. Staffs recommended rate
design would generate Staffs recommended water revenue requirement of $3,218,705, including
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1

$3,011,133 from metered water sales. The typical 5/8-inch meter bill with median use of 2,500
gallons would decrease by $5.47, or 28.1 percent, from $19.45 to $13.98.

The Company proposes a Central Arizona Project ("CAP) surcharge. Staff will address this
issue in Supplemental Testimony because Staff does not have sufficient information to make a
recommendation at this time.

)

I
i
1
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1.

Q,

INTRODUCTION

Please state your name, occupation, and business address.

A. My name is Brendan Aladi. I am a Public Utilities Analyst employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff").

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

Q, Please describe your educational background and professional experience.

1

2

3

4

5

6

7

8

9

10

11

I received a Bachelor of Science degree in Accounting from Central State University, in

Wilberforce, Ohio, and a Masters of Arts degree in Accounting from the University of

Illinois at Springfield.

12

13

14

My prior work experience includes approximately 18 years of auditing (both internal and

external). Prior to joining the Commission, I was employed by the Office of Audit and

Analysis for the Arizona Department of Transportation as an external auditor.

In 2007, I began employment at the Commission as a Public Utilities Analyst III in the

Finance and Regulatory Analysis Section. Since coming to the Commission, I have

participated in a number of rate cases and other regulatory proceedings involving water

and gas utilities. I have also attended various seminars and classes on general regulatory

and business issues,  including the National Associa t ion of Regulatory Utility

Commissioners ("NARUC") Utility Rate School.

Q-

I
i
I

I

15

1 6

17

18

1 9

2 0

21

22

23

2 4

25

A,

Briefly describe your responsibilities as a Public Utilities Analyst III.

I am responsible for the examination and verification of financial and statistical

infonnation included in assigned utility rate applications. I develop revenue requirements,

r

I

A.
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|

1 design rates, and prepare written reports, testimony and schedules to present Staffs

recommendations to the Commission.2

3

Q, What is the purpose of your testimony in this case?

A. The purpose of my testimony is to present Staffs analysis and recommendations

regarding the H20 application for a permanent rate decrease. I wit] present

recommendations in the areas of rate base, operating income, revenue requirement and

rate design. Staff witness Katlin Stukov will present the engineering analysis and

recommendations.

Q- What is the basis of your recommendations?

I performed a regulatory audit of the Company's records to detennine whether sufficient,

relevant and reliable evidence exists to support the proposals in the H20 rate application.

My regulatory audit consisted of the following: (l) examining and testing the Company's

accounting ledgers, reports and supporting documents, (2) checking the accumulation of

amounts in the records, (3) tracing recorded amounts to source documents, and (4)

verifying that the Company applied accounting principles that were in accordance with the

NARUC Uniform System of Accounts ("USOA").

Q. How is your testimony organized?

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. My testimony is presented in eleven sections. Section I is this introduction. Section II

provides a background of the Company; Section III is a summary of consumer service

issues. Section W is a summary of proposed revenues. Section V is a summary of Staffs

rate base and operating income adjustments. Section VI presents Staffs rate base

recommendations. Section VII presents Staffs operating income recommendations.

Section VIII discusses rate design. Section IX discusses the Off-site Capacity Reservation

I

A
4

n

A.
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Charge (Hoop-up Fee), Section X pertains to the Company's proposed Central Arizona

Project ("CAP") surcharge. Section XI discusses the Company's compliance with

Decision No. 69413.

11.

Q,

BACKGROUND

Would you please review the pertinent background information associated with the

Company's application for a permanent rate decrease?

Yes. H20 is a class B for-profit public service corporation providing water service to

approximately 6,300 customers in the vicinity of Queen Creek, in portions of Maricopa

and Pima] Counties, Arizona. The Company's present rates were approved in Decision No.

58641 (May 27, 1994). Decision No. 69413 (April 16, 2007), pertaining to a Company

request for a tariff revision, ordered the Company to file a rate case by September 31,

2007, using a test year of 2006 or later.

Q- What test year did H20 use in its filing?

H20's rate filing is based on the hvvelve months ended December 31, 2006.

1

III.

Q-

CONSUMER SERVICE

Please provide a brief summary of customer comments received by the Commission

regarding H20.

Staff reviewed the Commission's records and found nine complaints for the period

January 1, 2005 through January 22, 2009, all of which have been resolved.

1

2

3

4

5

6

7

8

9

1 0

11

1 2

13

1 4

] 5

1 6

17

1 8

1 9

2 0

21

2 2

23

2 4

25

2 6

27

SUMMARY OF PROPOSED REVENUES

What revenue requirement is H20 proposing?

A.

A.

A.

H20 proposes total annual operating revenue of $3,224,906, a $154,861 (4.6 percent)

decrease from its adjusted test year revenues of $3,379,767.
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2

3

Q. What is Staffs revenue requirement recommendation?

Staffs recommended revenue requirement is $3,218,705, a $159,937 (4,7 percent)

decrease from Staffs adjusted test year revenues of $3,378,642 .

4

5
6

v. SUMMARY OF
ADJUSTMENTS

STAFF'S RATE BASE AND OPERATING INCOME

7 Q~ Please summarize Staffs rate base and operating income adjustments.

A. Rate Base:

Reclassification of Miscellaneous Expense to Plant .- This adjustment increases plant in
service by $6,646 to reflect plant that the Company misclassified as an expense.

Reclassification of Repairs and Maintenance Expense - This adjustment increases plant in
service by $2,424 to reflect plant that the Company misclassified as an expense.

Accumulated Depreciation ... This adjustment increases accumulated depreciation by
$6,283 to reflect Staffs calculation based oh Staffs recommended plant.

Contribution in Aid of Construction ("CIAc"l - This adjustment increases the CIAC
balance by $2,859,339 to properly reflect all CIAC paid by customers.

8

9
10
11
12
13

14
15
16

17
18
19
20
21

22
23
24
25
26

Advance in Aid of Construction ("AIAC") - This adjustment increases the AIAC balance
by $34,405 to properly reflect all AIAC paid by customers.

Accumulated Deferred Income Taxes - This adjustment increases rate base by $445,872
and reflects corrected inputs to the Company's calculation.

Operating Income:

Reclassification of Repairs and Maintenance Expense - This adjustment decreases
operating expenses by $2,424 to remove costs misclassified as an expense.

I

Reclassification of Miscellaneous Expense to Purchased Power - This adjustment
reclassifies $7,455 from miscellaneous expense to purchased power expense.

Sales Tax ... This adjustment decreases operating revenues by $1,125 to remove a
misclassified sales tax credit for Other Operating Revenues.

4g
1

I

2 7

2 8
2 9

3 0
3 1
3 2

3 3
3 4
3 5
3 6
3 7
3 8
3 9
4 0

A.

B.

Miscellaneous Expenses -.- This adjustment decreases operating expenses by $5,023 to
remove a late tax filing penalty.
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I

Reclassification of Miscellaneous Expense to Plant .- This adjustment decreases operating
expenses by $6,646 to remove costs misclassified as an expense.

Depreciation Expense - This adjustment decreases operating expenses by $210,061. This
adjustment reflects Staff 's calculation of depreciation expense based upon Staff ' s
recommended plant balances and the amortization of Statlf"s CIAC balance.

Unnecessarv Expenses - This adjustment decreases operating expenses by $3,948 to
remove the cost of food service offered for sale to employees with no corresponding
recognition of the revenues generated.

Water Testing - This adjustment increases operating expenses by $11,687 to reflect
Staffs annual water testing costs (see the testimony of Staff witness, Katrina Stukov).

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19

Propertv Tax Expense .- This adjustment increases test year operating expense by $1,980
to reflect Staffs calculation of the Company's property tax expense.

Income Tax Expense - This adjustment increases test year operating expense by $91,525
to reflect application of the statutory State and Federal tax rates to Staffs taxable income.

VI. RATE BASE

Fair Value Rate Base

Q, Does H20's application include schedules with elements of a Reconstruction Cost

New Rate Base ("RCN")?

No. The Company's tiling treats the OCRB the same as the fair value rate base.A.

20

21

22

23

24

25

26

27

28

29

30

31

Rate Base Summary

Please summarize Staffs rate base recommendation.Q,

A, Staff' s adjustments to H20's rate base resulted in a net decrease of $2,445,085, from

$1,944,185 to a negative $500,901. Staffs recommendation results from the six rate base

adjustments described below.

z
t

I
I

i
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Rate Base Adjustment Nos. 1 and 2 - Reclassification of Expensed Amount to Plant

Q, What guidance should water utilities use to determine whether a cost should be

capitalized by recording it in a plant account or treated as an operating expense?

A. The Arizona Administrative Code R14-2-411 D.2 requires water companies to maintain

their accounting records in accordance with the NARUC USOA. It states that "Each

utility shall maintain its books and records in conformity with the Uniform System of

Accounts for Class A, B, C and D Water Utilities."

The NARUC USOA provides a listing of plant accounts and the types of costs that should

be recorded in each account, Utilities should use the plant account listing and Accounting

Instruction No. 14 "Utility Plant - Components of Construction Costs" to determine what

costs should be recorded as plant.

Q, Did H20 expense costs that, according to the NARUC USOA, should be recorded in

plant accounts?

Yes, the Company expensed plant costs incurred for distribution reservoirs and standpipes,

and transmission and distribution main as shown on Schedules BCA-5 and BCA-6.

Q, What is the effect of expensing plant with life extending beyond the current period?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

A. The effect of expensing plant beyond the current period will be inconsistent with the

matching principle. The NARUC USOA requires utilities to follow accrual accounting.

The matching principle is the underlying basis of accrual accounting. The matching

principle requires that revenues in an accounting period be matched to the expenses

incurred during that same accounting period.
i

A.
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The practice of expensing plant is inconsistent with the matching principle because the

entire cost of the asset is matched to only one accounting period even though the asset will

benefit many accounting periods. Adherence to the matching principle and the NARUC

USOA requires that the cost of an asset that benefits more than one accounting period be

capitalized (by recording it in a plant account) and depreciated over the asset's useful life.

Q- What is Staff recommending?

Staff recommends increasing plant in service by $9,070 ($6,646 + $2,424) to reclassify

capital expenditures that the Company incorrectly recorded as operating expenses as

shown on Schedules BCA-5 and BCA-6.

Rate Base Adjustment No. 3 - Accumulated Depreciation

Q, Did H20 record transactions correctly and maintain adequate records to support its

proposed accumulated depreciation balance of $1,49l,666?

A. No. In the past, the Company recorded costs for work-in-progress directly to plant

accounts and then at year end, identified the recorded costs for incomplete projects and

reported those costs as construction work in progress ("CWIP"). In the calendar year

2001, the Company removed CWIP transactions totaling $632,332 that was recorded as

plant (Account #311) by allocating the amount to Account Nos. 311, 330 and 331 based

on the following factors 32 percent, 34 percent and 35 percent, respectively. The

Company's method of recording CWIP directly to plant is not in accordance with NARUC

USOA, and it has not reduced plant (Account 311) by the CWIP amount of $632,332.1
\
l

\

1

2

3

4

5

6

7

8

9

1 0

11

12

13

1 4

15

1 6

17
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1 9

2 0

21

22

23

2 4

25

2 6

Q, How did staff calculate its recommended Accumulated Depreciation?

A.

A. Staff calculated its accumulated depreciation balance by beginning with the plant balances

authorized in Decision No. 58641. Staff applied the authorized composite depreciation
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r
I

rate of 3.6 percent to the Staff recommended balances for the intervening years, and

removed non-depreciable plant, documented retirements, CWIP recorded as plant and

added depreciation accumulated on all documented additions in the intervening years.

Q- What is Staff recommending?

A. Staff recommends an accumulated depreciation balance of $l,497,786, a $6,120 increase

over the Company's proposed balance of $1 ,491,666 as shown on Schedule BCA-7.

Rate base Adjustment No. 4 - Contributions in Aid

Amortization of CIAC

Did H20 include all of its CIAC in rate base?

of Construction ("CIAC"),

Q-

A. No. H20 excluded $2,360,596 of its CIAC from rate base because it had not expended

that amount. H20 also excluded $498,743 of CIAC from rate base that it has expended

for CWIP.

Q~

A.

Did H20 also exclude from rate base the accumulated amortization attributable to

the $2,859,339 of CIAC it excluded from rate base?

No. The Company excluded the CIAC but not the Accumulated Amortization of the

CIAC pertaining to unexpended and CWIP CIAC funds. This unbalanced treatment

unfairly overstates the rate base.
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Q- Should CIAC or the related Accumulated Amortization be excluded from rate base?

No, The Commission usually recognizes CIAC in its entirety. Recognizing all CIAC and

related accumulated amortizations is appropriate because the Company has the use of

these funds regardless of whether it has expended the funds for plant. Recognition of

CIAC in CWIP is also necessary since the NARUC USOA provides for the Company to

I

)

A.
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apply an allowance for funds used during construction ("AFUDC") to CWIP balances.

Excluding either the unexpended or CWIP portion of CIAC from rate base effectively

allows a utility to earn a return twice on CIAC funds.

Q- What did Staff calculate for the CIAC and Amortization of CIAC balances?

A. Staff calculated $9,309,115 and $683,565 for the gross CIAC and Accumulated

Amortization of CIAC balances, respectively. These amounts are consistent with the

Colnpany's calculated amounts.

Q, What is Staff recommending?

Staff recommends increasing the CIAC balance by $2,859,339 as shown on Schedule

BCA-8.

Rate base Adjustment No. 5 - Advances in Aid of Construction ("AIAC")

Q, Did H20 include all of its AIAC in the rate base?

A. No, H20 excluded $34,405 of its AIAC from rate base because it had not expended that

amount.

Q~ Should unexpended AIAC be excluded from rate base?

1
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A.

A. No. As discussed previously regarding CIAC, recognizing all AIAC is appropriate

because the Company has the use of these funds regardless of whether it has expended the

funds for plant. Excluding unexpended AIAC from rate base effectively allows a utility to

ham on funds not provided by investors. AMC represents capital provided from

customers, developers or other sources other than owners. Thus, AIAC is appropriately a

deduction in the calculation of rate base.
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Q, What amount of AIAC did the Company include in its rate base?

The Company's application includes AIAC of 33,031,454, or $34,405 less than the

$3,065,859 recorded in its balance sheet at the end of the test year.

Q, What is Staff recommending?

Staff recommends increasing the AIAC in rate base by $34,405 to add back the

unexpended AIAC funds removed by the Company to reflect the actual AIAC balance at

the end of the test year as shown on Schedules BCA-3 and BCA-9.

Rate Base Adjustment No. 6 - Accumulated Deferred Income Taxes

Q, What are deferred income taxes?

A. Deferred income taxes are the computed tax difference between income taxes calculated

for rate~making purposes and the actual income taxes that a Company pays to the United

States Treasury and the State of Arizona. Typically, the primary cause of the income tax

difference is the straight line depreciation method used for ratemaldng purposes and

accelerated depreciation method used for federal and state income tax reporting purposes.

Q- When should deferred income taxes be recorded in the financial statements?

l

1
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14

15

16

17

18

19

20

21

22

23

Statement of Financial Accounting Standards ("SFAS") No. 109, Accounting for Income

Taxes, requires companies to use deferred tax accounting to recognize income tax timing

differences when they occur. Also, the Internal Revenue Service requires that timing

differences related to using straight line and accelerated depreciation methods be

normalized by recording deferred income taxes.

I

A.

A.

A.



Direct Testimony of Brendan Aladi
Docket No. W-02234A-07-0557
Page 11

Q- Does H20 have an income tax timing difference that would result in deferred income

taxes?

Yes. Schedule B-2, page 5, of the Company's December 22, 2008, revisions tO its

application show it proposes accumulated deferred income tax ("ADIT") for inclusion in

rate base. The Company claims a $1,616,691 Deferred Tax Asset and a $769,764

Deferred Tax Liability for a net ADIT debit balance of $846,927. The Deferred Tax Asset

pertains to a difference in net book value for tax and book basis, and the Deferred Tax

Liability pertains to AIAC.

Q-

A.

Does Staff agree with the Company's general method for calculating ADIT?

Yes. Staff agrees in concept with the Company's method for estimating its ADIT.

However, the Company's calculation uses a book balance of $1,180,340 for Accumulated

Depreciation that differs from the amount ($l,491,666) in its tiling. Staff has recalculated

ADIT using Staffs recommended Plant and Accumulated Depreciation balances of

$12,996,414 and $1,497,949, respectively, as shown in Schedule BCA-9.1. Staff

calculated a $1,628,648 Accumulated Deferred Income Tax Debit and a $335,849

Accumulated Deferred Income Tax Credit for a net ADIT debit balance of $1,292,799

using its inputs for Plant and Accumulated Depreciation with the Company's method for

estimating ADIT. A net debit ADIT balance increases rate base.
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Q~ Why is a net debit ADIT balance an increase to rate base?

A.

A. A net debit ADIT balance shows that the Company's income taxes payable have exceeded

the income taxes included in rates due to timing differences requiring investors to provide

capital to fund the taxes payable until those taxes are recovered in the future. The primary

reason for the net debit ADIT balance is the tax liability on AIAC related to customer

connections, Le., service line and meter installation charges.
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Q- What is Staff recommending?

Staff recommends increasing the net debit ADIT by $445,872 from $846,927 to

$1,292,799 as shown in Schedules BCA~4 and BCA-9.1.

OPERATING INCOME

A.

VII.

Operating Income Summary

Q. What are the results of Staff's analysis of test year operating revenues, expenses and

income?

As shown on Schedules BCA-10 and BCA-11 Staffs analysis resulted in test year

operating revenues of $3,378,642, expenses of $2,960,503 and income of $418,139.

Staffs results reflect the ten adjustments described below.

Operating Income Adjustment No. 1 - Sales Tax

Q. Did H20 include any sales taxes in its test year operating revenue?

A. Yes. H20 included $1 ,125 of sales taxes in its test year operating revenue.

Q,

A.

What is the normal regulatory treatment of sales taxes?

Normally, sales taxes are treated as a pass-through item, i.e., they are neither recognized in

operating revenues or operating expenses. Pass-through treatment is preferable as it allows

for revising charges to ratepayers as statutory tax rates change.

i
r
r

Q-
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A.

What is Staff recommending?

Staff recommends removing $1,125 Hom operating revenues as shown on Schedule

BCA-12.

I

g

A.
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A.

Operating Income Adjustment Nos. 2 and 3 - Reclassification of Expenses to Plant

Q, Did H20 record transactions as operating expenses costs that should have been

capitalized?

Yes, as Staff discussed in Rate Base Adjustment Nos. 1 ($6,646) and 2 ($2,424), H20

recorded as operating expenses that according to the NARUC USOA and the matching

principle, should be capitalized.

Q-

A.

What treatment does Staff recommend for the Company's expensed plant costs?

Staff recommends that the costs be treated consistent with the NARUC USOA and the

matching principle. Staff recommends reclassifying these costs to exclude them Rom Test

Year operating expenses and to include them in plant.

Q- What is Staff recommending?

Staff recommends decreasing operating expenses by $9,070 ($6,646 for Adjustment No. 2

and $2,424 for Adjustment No. 3) as shown in Schedules BCA-13 and BCA-14 to

recognize a reclassification of these amounts to plant

I

i

Operating Income Adjustment No. 4 - Reclassification of Miscellaneous expense to

Purchased Power

Q. Did H20 record certain purchased power costs as miscellaneous expenses?

A. Yes. StafFs examination revealed that H20 misclassif ied the recording of $7,455

purchased power expenses as in miscellaneous expenses according to the NARUC USOA.

Q. What is Staff recommending?
l
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Staff recommends decreasing miscellaneous expense by $7,455 and increasing purchased

power by the same amount as shown in Schedules BCA-11 and BCA-15.
!
1
i
I
5

A.

A.
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Operating Income Adjustment No. 5 - Tax Penalty

Q, How does H20 propose to treat a late tax filing penalty?

A. H20 included a late tax Blind penalty of $5,023 in operating expenses.

Q , What is the normal regulatory treatment of late tax filing penalty?

Penalties for delinquent tax filings are avoidable and they are not necessary for the

provision of util ity serv ice. Accordingly, these penalties should be excluded from

operating expenses.

Q, What is Staff recommending?

Staff recommends removing $5,023 from operating expenses as shown in Schedules

BcA-11 and BCA-16.

Operating Income Adjustment No. 6 - Food Service Expense

Q. Does H20's proposed test year operating expenses include costs for food items?

A. Yes. H20 included $3,948 for food service offered for sale to employees.

Q- What is Staff recommending?

Staff recommends decreasing operating expense by $3,948 as shown in Schedules BCA

11 and BCA-17.
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A.

A.

A.

Q.

A. The Company is proposing $471,243 for depreciation expense. The Company's

calculation applies component rates to its proposed plant balances by account and offsets

the aggregate of those results by amortization of CIAC using its proposed CIAC balance.

Gperating Income Adjustment No. 7 - Depreciation Expense

What is the Company proposing for Depreciation expense?
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Q, Does Staff calculate Depreciation expense in the same manner as the Company?

Yes. Staff also calculates Depreciation expense by applying its recommended component

depreciation rates by account to its recommended plant balances, and in accordance with

the NARUC USOA, offsets the aggregate of those results by the amortization of CIAC

using Staffs recommended CIAC balance. Staff's calculation of depreciation expense is

$261,182 as shown in Schedule BCA-18. Staff uses the same component rates as the

Company. Staff's depreciation expense is difference from the Company's primarily due

to a difference in the CIAC balance amortized and to a lesser extent the plant balances.

Q- What is Staff recommending?
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A. Staff recommends $261,182 for Depreciation expense, a $210,061 reduction from the

Company's proposed amount as shown in Schedules BCA-11 and BCA-18.

Operating Income Adjustment No. 8 - Water Testing Expense

What is the Company proposing for water testing expense?Q-

A. The Company is proposing its recorded test year amount of $12,289 for water testing

expense.

Q- What is Staff recommending?

14
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A.

A. Staff recommends $23, 976 for water testing expense, an $11,687 increase over the

Company's proposed amount. Details of Staff recommended amount are presented in the

testimony of Staff witness Katlin Stukov. Staffs adjustment is shown on Schedules

BcA-11 and BCA-19.
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3 1

1
1

Operating Income Adjustment No. 9 - Property Taxes

What is H20 proposing for Test Year Property Taxes?

1

Q,

A. H20 is proposing $197,405 for Test Year property taxes or $122,411 more than the

$74,994 recorded in the test year. The Company's proposed property taxes are calculated

on the modif ied Arizona Department of Revenue ("ADOR") methodology typically

adopted by the Commission for water and wastewater utilities, The results from using this

methodology are primarily dependent upon the test year and proposed revenues. Using

the modified ADOR method, the amormt for property tax is specific for each revenue

requirement just as each operating income has its own income tax expense. Therefore, the

test year property tax is not equal to the anticipated on-going property tax if the authorized

operating revenue differs from the test year operating revenue. The Company has

calculated test year property taxes based on its proposed revenues instead of the test year

amount. The Company's method of calculating property taxes does not vary with the

authorized revenue, accordingly, it provides the correct on-going property tax only at its

proposed revenues. Therefore, if the Commission adopts any revenue requirement other

than that proposed by the Company, the Company's proposed test year property tax would

not correspond with the adopted revenues.
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Q. Can the Modified ADOR method for calculating Property Tax expense be used in a

flexible manner that provides an appropriate value for Property Tax expense that

recognizes the dependent relationship between Property Tax expense and revenues?

A. Yes. Including a factor for property taxes in the Gross Revenue Conversion Factor

("GRCF") (See Schedule BCA-2) automatically adjusts the revenue requirement for

changes in revenue in the same way that income taxes are adjusted for changes in

operating income. This flexible method will accurately reflect the appropriate level for

Property Tax Expense for any level of authorized revenue. Staff has included a factor for
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property taxes in its GRCF to allow an appropriate calculation for Property Tax expense

based on test year revenue while also providing full recovery of Property Tax expense at

any authorized revenue.

Q-

Q,

What did Staff calculate for Test Year Property Tax expense?

Staff calculated $199,385 for test year Property Tax expense as shown in Schedules BCA~

20.1

What is Staff recommending?

Staff recommends increasing property tax expense by $1,980 as shown on Schedules

BCA-11 and BCA-20.

Q,

A. The Company is proposing $171,332 for Test Year Income Tax Expense as shown on

Schedule BCA-23.

Operating Income Adjustment No. 10 - Income Taxes

What is the Company proposing for test year Income Tax expense?

Q- How did Staff calculate test year income tax expense?

Staff calculated test year income tax expense by applying the statutory state and federal

income tax rates to Staffs adjusted test year taxable income as shown on Schedule

BCA-2.

Q- What is Staff recommending?
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Staff recommends a test year income tax expense of $262,857 as shown on Schedules

BCA-2 and BCA-21.

1 Schedule BCA-20 also shows calculations for Property Tax expense for Staffs recommended revenue.

A.

A.

A.

A.

H l l
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Q

VIII. RATE DESIGN

Rate Design Schedules

Did Staff prepare a schedule showing the present, Company proposed, and Staff

recommended monthly minimums and commodity rates for each rate class?

Yes. Staff's Schedule BCA-22 shows the present monthly minimum charges and

commodity rates, the Company's proposed monthly minimum charges and commodity

rates and Staffs recommended monthly minimum charges and commodity rates.

Schedule BCA-22 also shows the service charges.

Did Staff prepare a schedule showing the average and median monthly bill under

present rates, the Company's proposed rates, and Staff's recommended rates?

Yes. Staffs Schedule BCA-23 presents the average and median monthly bill using

present rates, the Company's proposed rates and Staff' s recommended rates.

Q-
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Present Rate Design

Q. Please provide an overview of the Company's present rates.

A. The following is a general description of the present rate design. The present rate design

contains minimum monthly charges only for the following meter sizes: 5/8-inch, $15.00,

3/4-inch, $18.00, 1-inch, $37.00, l.5-inch, $75.00 and 2-inch, $120.00. Customers with

meters of each size receive the first 1,000 gallons of water each monde as part of the

minimum monthly charge and pay a commodity rate of $1.78 per 1,000 gallons for the

next 19,000 gallons and $2.11 for all gallons over 20,000. As discussed above, the present

rate design is presented in Schedule BCA-22.

l
)

A.

A.
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i

Q-

The Company's Proposed Water Rate Design

Q. Please provide an overview of the Company's proposed rate structure.

A. The Company's proposed rate design has a three-tier commodity rate structure for 5/8~

inch and 3/4-inch customer classes with break-over points at 4,000 gallons, and 10,000

gallons, The Company proposes a two-tier rate structure for I-inch meter sizes and larger

with break-over points for residential, commercial and industrial customers that vary

incrementally by meter size. The Company proposes a one-tier rate structure for 2-inch

and 3-inch meter construction customers. The Company proposes to begin charging a

minimum charge for 3-inch, 4-inch, and 6-inch meters for the first time. As discussed

above, the Company's proposed rate design is shown in Schedule BCA-22.

What is the impact of the Company's proposed rates on the typical 5/8-inch meter

residential customer with median usage of 2,500 gallons?

The Company's proposed rates would decrease the typical 5/8-inch meter residential bill

with median usage of 2,500 gallons from $19.45 to $14.35 for a decrease of $5.11 or 26.3

percent as shown in Schedule BCA-23, page 2.

Q, Does the Company propose any changes to its water system service charges?

Yes. The Company proposes to replace the 12 percent per annum defen'ed payment

charge with 1.5 percent per month, and it proposes to introduce a charge for moving a

customer meter and a separate charge for moving a meter after hours which it requests in

the unspecific language "refer to above charges."

s
r
I

Q. Does the Company propose any changes to its meter and service line installation

1
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A.

charges"

Yes. The Company proposed meter and service line installation charges based on a now

out of date Staff memorandum suggesting typical meter and service line charges. Staff is

1

i

A.

A.
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recommending meter and service line charges consistent with its current meter and service

line guidance. Staffs recommended amounts are the same or higher dual the Company's

proposed amounts as shown in Schedule BCA-22.

Staff's Recommended Water Rate Design

Q. In addition to maintaining non-discriminatory rates that provide Staffs

recommended revenue and other issues such as gradualism, revenue stability, and

customer affordability, what policy objectives are reflected in Staffs recommended

A.

rates?

Staffs rate design recognizes the growing importance of managing water as a finite

resource and its increasing cost. The quantity of water resources available to Arizona and

in H20 service tenitories does not grow with population and customer base, and the cost

of developing, treating, and delivering water increases with diminishing supply and

increased health and safety regulations. Staff recommends a rate design that encourages

efficient use of water.

Q, Please provide a description of Staff's recommended rate structure for the water
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A.

system.

Staff recommends a three-tier inverted block rate structure for the 5/8-inch and 3/4-inch

customer classes with break-over points at 3,000 gallons and at 10,000 gallons. Staff

recommends a two-tier inverted block rate structure for the 1-inch meters and larger, and

one-tier rate structure for the 2-inch and 3-inch construction customers. The

recommended breads-over points increase with meter size as shown in Schedule BCA-22.

Under the recommended rate design, the monthly bill at any usage level is higher for a

larger meter than for a smaller meter. Staffs recommendation eliminates any free gallons

included in the minimum monthly charge. This will serve to eliminate the implication that
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1

2

3

4

any water is free and to send an appropriate economic signal to customers for all

consumption. Staffs rate design also includes recommendations for other meter sizes for

which there are presently no customers. This will serve to provide a rate structure should

the Company offer service through different sized meters in the future.

Q- Please describe the basis for Staff's recommended monthly minimum charges and

commodityrates.

The monthly minimum charges and commodity rates recommended by Staff in this case

are based on a methodology regularly used by Staff in water rate cases. This rate structure

has been regularly adopted by the Commission. Staff's methodology for determination of

monthly minimum charges is based on the volumetric capacity of each meter size and

increases proportionally to the volumetric capacity of the meter size.

Staff's rate design is conservation oriented because the second tier rate for 5/8-inch meter

customers is greater than the rate that would be required to recover the revenue

requirement using a uniform commodity rate. As a result, customers experience a greater

incremental cost for all use exceeding 3,000 gallons for this sizemeter. The concept for

5/8-inch meters is extended to customers with larger meters where the break-over points

graduate in correlation with meter size. As discussed above, Staffs recommended rate

design is presented in Schedule BCA-22 .

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q~ What is the impact of Staff's recommended rates on the typical 5/8-inch meter

residential customer with median usage of 2,500 gallons?

A.

A. The typical 5/8-inch meter bill with median use of2,500 gallons would decrease by $5.47,

or 28.1 percent, from $19.45 to $13.98 as shown in Schedule BCA-23, page 3.
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1

2

Q, What water system service charges does Staff recommend?

Staff recommends the amounts shown in Schedule BCA-22. Staffs recommendations are

different Hom the Company's for the following service charges:

1. Charge of moving customer meter after hours - The Company proposes to charge
"referred to above charges" for moving a customer meter after hours. This
language is not sufficiently specific. Staff recommends establishing "cost" as the
charge for moving a customer meter after hours.

Damaged by customer for:

3

4
5
6
7
8
9

10
11
12
13

a.
b.

Company locks
Mains

The Company proposes a charge for customer damage in accordance with A.A.C. Rl4-2-

407.B. This mle makes the customer responsible for payment for any equipment damaged

from unauthorized breaking of seals, interfering, tampering or bypassing the utility meter.

Staff is not opposed to the tariff, but it is redundant and unnecessary.

Q, Will Staffs recommended rate design generate Staffs recommended revenue

requirement?

Staffs recommended rate design would generate Staffs recommended water revenue

requirement of $3,218,705, including $3,0l 1,133 from metered water sales and $207,572

from other operating revenue.

IX.

Q-

OFF-SITE CAPACITY RESERVATION CHARGE (HOOK-UP FEE)

Has the Commission authorized an off-site capacity reservation charge for the

Company?

14
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30

A.

A.

A. Yes. Decision No. 63259, dated December 14, 2000, authorize the Company's request for

a hook-up fee. The currently authorized rates for each meter size are shown in Schedule

BCA-22.



u

Direct Testimony of Brendan Aladi
Docket No. W~02234A-07-0557
Page 23

1 Q- Is H20 requesting to change its authorized hook-up fees in this proceeding?

A. No. The Company is requesting to continue charging its currently authorized hook-up

fees.

Q, Is Staff recommending any change from the currently authorized hook-up fees at

A.

this time?

No, however, Staff reserves the right to modify its position in supplemental or surrebuttal

testimony.

2

3

4

5

6

7

8

9

10

11

12

x.

Q-

CAP SURCHARGE

Does the Company propose a Central Arizona Project ("CAP") surcharge for its

CAP water?

13

14
15
16
17
18
19
20
21
22
23

A. Yes. The Companyproposes the following:

"The CAP surcharge is in addition to all other commodity charges and will be
adjusted annually to recover the acquisition and purchased water costs of the
company associated with the right to receive 147 acre feet of Central Arizona
Project Water each year for delivery to customers. The surcharge will include a
10 year amortization of the acquisition cost plus the prob ected annual fixed costs
of the contract and the delivery costs. Surcharge will be computed annually
based on gallons sold and tied-up at the end of each year with any over and
under recovery of actual costs during the year included in the next years
surcharge computation."

24

25

26

27

28

Q- What is Staffs recommendation regarding the CAP surcharge proposed by the

Company?

A. Staff recommends denial of the CAP surcharge pending its receipt and analysis of

responses to data requests.

i
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I

xi.

Q.

COMPLIANCE WITH DECISION no. 69413

Has the Company made refunds in compliance with the requirements of Decision No.

69413?

Decision No. 69413 required H20 to refund to ratepayers the revenues it collected on 3-

inch meter customers for which it had no authorized tariff Decision No. 69413 does not

specify the method for calculating the refundable amount. The Company refunded to

customers the amount it collected for the monthly minimum charge in excess of the

authorized monthly minimum charge for a 2-inch meter. Thus, collections equal to the 2-

inch monthly minimum charge were not refunded, and no collections of commodity

charges were refunded. Staff presents this factual information revealed in the processing

of this case. It is for the Commission to interpret whether the Company's reftuiding

method complied with its order.
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12

13

14

15

Q- Does this conclude your direct testimony?

Yes, it does.

i

I
r
L_

A.

A.
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Hzo, Inc.
D9ck€t No. W-02234A-*07-D557
Test Year Demzemhu' 31, 2006

DIRECT TESTIMONY OF BRENDAN c. ALADI

TABLEQFCQNTENTS TO SCHEDULES BCA

fine
E G G
BCA-Z
BCJ4-3
BCA~4
BCA-5
BCA-S
acA-7
BCA-8
a c r e .
e<:A»a.1
BCA-10
a s m l
8€A,.12.
BCA-13
acA-14
acA-15
BcA-1 s
BCA- 17
BCA-18
BCA-19
BCA-20
BCA~21
BCA-22
BCA~23

REVENUE REQUIREMENT
GROSS REVEINUECONVERSION. FACTOR
RATE BASE . ORIGINAL cosT
SUMMARY OF RATE BASE ADJUSTMENTS
RATE BASE ADJUSTMENT #1 v RECLASSIFICATION OF MISCELLANEOUS EXPENSE TO PLANT
RATE BASE ADJUSTMENT #2 . RECLASSIFICATION OF REPAIRS AND MAINTENANCE EXPENSE TO PLANT
RATE EASE ADJUSTMENT #3 . ACCUMULATED DEPRECIATION
RATE BASE ADJUSTMENT #4 , CONTRIBUTIONS-IN-AID-OFCONSTRUCTION
RATE BASE ADJUSTMENT #5 . ADVANCES-IN~AID-OF-CONSTRUCTION
RATE BASE ADJUSTMENT #5 . DEFERRED INCOME TAXES
OPERATING INCOME STATEMENT TEST YEAR AND STAFF RECOMMENDED
SUMMARY OF OPERATING INCOME ADJUSTMENTS . TEST YEAR
OPERATING INCOME ADJUSTMENT #1 . REMOVAL OF SALES TAX FROM OTHER WATER REVENUES
OPERATING INCOME ADJUSTMENT #2 . RECLASSIFICATION OF MISC. EXPENSES TO PLANT ACCOUNT
OPERATING INCOME ADJUSTMENT #3 v RECLASSIFICATION OF REPAIRS AND MAINTENANCE EXPENSE TO PLANT ACCOUNT
OPERATING INCOME ADJUSTMENT #4 . RECLASSIFICATION OF MISC. EXPENSE TO PURCHASED POWER EXPENSE
OPERATING INCOME ADJUSTMENT #5 - REMOVAL OF LATE TAX FILING PENALTY FROM MISC. EXPENSE
OPERATING INCOME ADJUSTMENT #5 - REMOVAL OF UNNECESSARY EXPENSE
OPERATING INCOME ADJUSTMENT #7 . DEPRECIATION EXPENSE
OPERATING INCOME ADJUSTMENT #B - WATER TESTING
OPERATING INCOME ADJUSTMENT #9 , PROPERTY TAX EXPENSE
OPERATING INCOME ADJUSTMENT #1o- INCOME TAXES
RATE DESIGN
TYPICAL BILL ANALYSIS

l
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HZO, inc.
Docket No. W-02234A~07-0557
Test Year December 31 , 2006

Schedule BCA-1
Page 1 of 1

REVENUE REQUIREMENT

LINE
NO. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
c o s T

(D)
STAFF
FAIR

VALUE

1 $

s

s

s2

s 1,944,185

s 296,354

15.24%

$ 1,944,185

s 296,354

15.24%

(500,901)

418,138

NMF

(500,901)

415,139

NMF3

4 10.25% 10.28% NMF NMF

5 $

s

$

$

s

$

s

$6

199,823

(98,531)

1.6043

1991823

(96,531)

1 .6043

321,B71

(98,259)

1.6614

321,871

(96,269)

1.66147

Adjusted Rate Base - Fair Value equals Original Cost

Adjusted Operating Income (Loss)

Current Rate of Return (L2 I LI)

Required Rate of Return

Required Operating Income:Col. A & B (L1 * L4), Col. c & D 10% Operating Margin

Operating Income DeI1clencyl(Excess) (Ls - LE)

Gross Revenue Conversion Factor

8 $ s l$ Is

9 s

s10

(154,561)

s 3,379,767

s 3,224,906

-4.58%

(154,861)

3,379,767

3,224,908

~4.5B%

(159,937)l

$ 3,378,642

$ 3,218,705

-4.73%

(159,aa7)l

$ 3,375,642

$ 3,218,705

-4.73%11

12

Required Revenue Increase/(Decrease) (L7 ' Ls)

Adjusted Test Year Revenue

Proposed Annual Revenue (LB + LE)

Required Increase/(Decrease) in Revenue (%)

Rate of Return on Equity (%) 10.75% 10.75% NMF NMF

References:
Columns [A] and [B]: Company Schedules A-1 , A-2, a D-1
Columns [C] and [D]:STAFFSchedules BCA-2, BCA-3 and BCA-11

NMF - Not Meaningful

I

I



Stat! Recommended

s
s
s

s 3,218,705
s z.e94,4ss
$

s
s
s

s 524,210 s
s 3 6 8 W 1

s
6.g680%| 6s68o%

s
s
s
s
s
s
s

35,527
487,553

1,5o0
a w
8.500

s1,s5a
$1,912

s
s
s
s
s
s
s
s

s
s
s
s
s
s
s
s

s s 202 339

Test Your

s
s
s

3,378.542
2s91,s4u

s
s
s

s
s
s

s 680,996 s
6.9580%l

s
6.9680'A I 6.9680%

s
s
s
s
s
s
s

47,462
633.545

1,soo
8.25o
a,soo

s1,asa
101,s05

s
s
s
s
s
s
s
s

s
s
s
s
s
s
s
s

9

\

u

Hzo, he,
Dwknl No w-nz2s4A-or-oss7
Test Yur Ducembev 31 v M106

schedule BCA-2
Page 1 411

I

GROSS REVENUE CONVERSION FACTOR

( A l (8) (C) (D) IE! IF]UNE
Di ;sQRlpT\on

1
2
3
4
5
6

calqlmpn d Gras; Revenue Qonverslqn M
Revewo
Unwlacbla Flc1or(L1ne 11)
Revenues (L1 - L2)
colvllainad Federal and Stats income Tax Ann Propane To ROB (Lina D)
SnafU (LE » LE)
Revenue Convuslon Flc\or(L1 I LE)

1oo.oooo°A
D.0000'/~

10o.oocav.
39.808454
60.191654
1.661351

7
s
9
10
11

Falrwlnibn rt llnr='>lh¢"¢l'>h F»rr!»'_,_
U W '
Conizlned Fedeful nM Slate Tux Rota (Lina 23)
CIWMIIIUSCUr\1IJll1BdlNC0MI9TBXRlIB(L7-L5 )
Urxwleclbls Rub
Urwlacwle Floor (LB I L10 )

100.u000v.
aassasss
51.401154
o.0oooss
o.uooo%

1w.0g00*
6.965094

91032059
3 qg0 0 g*
3180994

12
13
14
15
15
17

Cnlrvl/lnMrl n1FM»clivR Ty Rah'
Opeuaiing Income Before Tuxes (Arizona watnu lncoms)
AsizonuSlaVe Income TuxRate
F lddl lTla a lhle hccme (L12- L13)
Applcahle Fmernn income Tax Rota (L\r1s 55)
Ef isdve Fedofll If coons Tax Rate (L14 x L15)
Combined Fodezol and State Income Tax Rate (L13 +l.16) aa.5sas%

100.0000%
3as9585s
51.4011*
1.9e9a%

1 .2095%

calculaf lw dE11h¢1lvs prow Tax Fader
18 vnwv
19 Combined Fedeuul and State Income Tex Rate (L17)
20 Ume Minus Cumhlned lncume Ta x  R m ( L w u 9 )
21 Pr1>per\yTax Flc1Dr(BcA-16, LE\)
22 EHQCWB F'*>P°fW Tax Flctur (L20IL21)
23 Cumbilwd Federal and State lnoame Tax and Property TaxRate (L17+L22) a9,aos4~4

s 321,871
418,139

24 ReqdrW Operating lncame (SMedUc BCA-1. ume 5)
25 A41swedTest Ye Opening Income (Lass) (sdweume BCA 11, Una 2B)
26 Required hcfease In opafnung lncame (L24.. L25) s (98269)

s 202,339
262,857

27 lncume Taxer: on Recommended Revere (Cd. [EL L52)
CB IncomeTaxes on Tesl Year Revenue (Cal. [BL L52)
29 Reqmiad luouase h Rsvawa to Provide la Income Taxes (L27 - L2B) (B0.51B)

s 3,218.705 .
0.0600%

30
31
32
33
34

Recovrmeuded Ravine ReqdremeM(Schudds BCA-1, ume 10)
Uncoleclible Rats (Line 10)
Unculectlhle Ezqaenso on Rncumsuded Revenue (Lao'L31 )
A¢ste¢ T¢s1 Your Uneolectiblu Enpelwe
Reqdred lncvsass h Rsvanuu iv Pmvlde for Uncolecible Et. (L32-L33)

s
s

s 196,234
199,385

25
35
37
38

Progeny Taxvdih Racununended Revuuue (BCA-20, con B, L15)
Prupeat/ Tux on Ten Year Revenue (BcA-15, Cd A, L16)
hcrnso in Property Tax Due to lnefnse in Revenue (L35-L36)
Total ReqWvd Increase \n Reverie (Les + L29 + L34 + LS7) _ . . . .

(3,150)
(1591937)

Galguldien dlnugmg Torr
39 Revuu»(sd1u1uaBcA-10,co l. Ic1,u»¢4ssch.scA-1,cu [D}IJV181D)
40 Opening Exwnwes Exciudrsg lucho Taxes
41 Syndiwil¢4 \rd¢f151 (L55)
42 ,nrwnaranuhu hcovnv (L39- L40- L41)
43 Mzona sou Acoma Tux Rota
44 Arizona lncuwne Tax (L42 x L43)
45 Faaeran Taxable Uwcomu (L42 . L44)
46 Fudull Tax on First Income Bracket (81 . $50.000) Q 15%
47 Fudel! ITBxDr\S¢wnElncun!BlidB\($51,0D1 -$75,B00)Q25%
i s Federal Tux on Trod Imam sums (s75,001 - S100,lJ00) Q 34%
49 Federal Tax on Fou11 Wanna Bncksi ($10D,OD1 . 935pa0) Q 39%
50 Fedanl TAX on H11h nnnnma Brld(a\ (935,001 -$100000,D00) Q 34*
51 TOM Fedefll hcnnn Tax
52 cornblned FBder\I and Sake Income Tax (L44 * L51) s l ¢ 997 MI I 1 s

53 Applnbls FW8T81lhwme THX R518 [Cd. F51 L51 . Cd Ill. Ls11/lcu, 13 Les. Cd [5]. L451

55
55

34.0c00%

Calculsyon Qflnlelgil SvnchrvnlZetlv/1. Nd Aoniicabla In This Dgckgt
57 Rate BIS! (scheat BCA-3, Cd (c)_ Ume 17
58 Welgvnea Avefuge C05101 DBb\ (Sdwdlle DRR-17, Cut [Fl LI 4 L2>
59 wnchroaized lntefesl (L45 x L45)

Winer
s (500,901)

aooooss
NMF



v H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

Schedule BCA-3
Page 1 of 1

RATE BASE - ORIGINAL COST

(B) (C)
STAFF

AS
ADJUSTED

LINE
n o .

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

$ $1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ 12,987,344
1,491 ,666

$ 11,495,678 $

9,070
6,283
2,787 $

12,996,414
1,497,949

11,498,465

LESS.'

$ $ 2,859,339 $ 9,309,115
683,565

8,625,550

4
5
6

Contributions in Aid of Construction (GIAC)
Less: Accumulated Amortization

Net CIAC

6,449,776
683,565

5,766,211 2,859,339

7 Advances in Aid of Construction (AIAC) 3,031,454 34,405 3,065,859

8 Customer Deposits 1,600,755 1,600,755

9 Deferred Income Tax Credits

ADD:

10 Unamortized Finance Charges

11 Deferred Income Tax Debits 846,927 445,872 1 ,292,799

12 Working Capital

13 intentionally Left Blank

Original Cost Rate Base17 $ 1,944,185 $ (2,445,D85) $ (500,901)

I

References:
Column IA), Company Schedule B-1
Column [B]: Column [C] Column [A]
Column [C]: Schedule BCA-4 Column [H].

C

l
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SdvlMs BCAB
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Scheddu BCA-9.1

V

l

l

1

v

HAD, Inf.
DuekntNn W_02234ArD7..(l557
Tout Ynr Decumbar 31, 2006

Sd\ldule BCM-4
pays 1 d 1

SUWIARV DF QRIGII»IAI_ CDST RATE BASE RDJUSYMENTS

IB] IC]

ADJ#2

1t>1

ADJ #3

[El

as

IF)

AQJUS

[GJ

ADJ as

IH1

ADJ#7

KH]
STAFF

AE£é§IE2
UNE
I92.

ACCT.
go* DE,SCRIFT\QN

1/\1
COMPANY
A§.E!l-ED.

Rsvlsd Schuidi
B-2

AE=LEl

s s s s s s s s s

FLANTIN SERVICE:
lrnlnplhlv Fillli

301.00 Ofvldzation
398.00 Fl1l\d\ll€i
wane Lim a Luna runs

subuuu lfklngibli

131,452
7,954

1aa.4oe

131,452
7 .99

139,496

1
2
3
4
5
s
7
a
U

s 538,179 s s s s s s s s 538.179

2ss,a5a z55,sss
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Senna at supply
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s
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H20, inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

BCA-5
Page 1 of 1

RATE BASE ADJUSTMENT #1 » RECLASSIFICATION OF MISCELLANEOUS EXPENSE T O PLANT

LINE
n o .

1

ACCt.
n DESCRIPTION

330 Distribution Reservoirs and Standpipes

[Al
COMPANY
PROPOSED

$ 2,706,417

[B]
STAFF

ADJUSTMENTS
s 6,646

[C]
STAFF

RECOMMENDED
$ 2,713,063

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col (A]
Col [C]: BCA Testimony

\

1



H20, Inc.
Dvckef No. W-02234A-07-0557
Test Year December 31, 2006

BCA-6
Page 1 of 1

RATE BASE ADJUSTMENT #2 . RECLASSIFICATION OF REPAIRS AND MAINTENANCE EXPENSE TO PLANT

LINE
no.
1

And.
M L
331

DESCRIPTION
Transmission and Distribution Mains

[A] [B] [C]
COMPANy STAFF STAFF
PROPOSED ADJUSTMENTS RECOMMENDED
s 1,647,121 $ 2,424 1,649,545$

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony

1
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H20, Inc.

Docket No. W-02234A-D7-D557
Test Year December 31, 2008

BCA~7
Page 1 of 1

RATE BASE ADJUSTMENT #3 - ACCUMULATED DEPRECIATION

Line

MQ DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[Cl
STAFF

RECOMMENDED

1 Accumulated Depreciation $ 1,491,666 $ 6,283 $ 1,497,949

References:
Col [A]: Company Schedeule C-1
Col [B}: Col [C] - Col [A]
Col [C]: BCA Testimony

i
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H20, Inc.
Docket No. W~02234A-07~0557
Test Year December 31, 2006

BC A-8
Page 1 of  1

RATE BASE ADJUSTMENT #4 - CONTRIBUTIONS-IN-AID-OF-CONSTRUCTION

Line
N o. DESCRIPT ION

[ B]
ST AF F

AD J U ST M EN T S

I C ]
ST AF F

R E C O M M E N D E D

1 Beginning Balance Contribut ion in aid of  Construct ion s  6 , 4 4 9 , 7 7 6 $

[ A]
C O M P A N Y
P R O P O S E D

up

2, 859, 339 $ 9,309,115

CIAC Adiustme nt Schedules
Add:
CIAC - Cash in various bank accounts
Expended GIAC inc luded in CWIP

$

$

2,360,596
498 , 743

2,859,339

References:
Col [A] :  Company Schedeule C-1
Col [B]:  Col [C] - Col [A]
[C]  = BCA Test imony
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H20, Inc.
Docket No, W-02234A-07,[)557
Test Year December 31 , 2006

BCA~9
Page 1 of 1

RATE BASE ADJUSTMENT #5 - ADVANCES-IN-AID-OF-CONSTRUCTION

[Bl [C]

LINE
n o .

1
DESCRIPTION

Advance in Aid of Construction $

[A]
COMPANY

AS
FILED

3,031 ,454

STAFF
ADJUSTMENTS
$ 34,405

STAFF
RECOMMENDED
$ 3,065,859

References
[A]: Assets per the Company's rate application
[B]: Col [C] - Col [A] Assets that were validated during audit.
[C]: BCA Testimony

1

I

|
r
l
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H20, Inc.
Docket No. W-02234A-07-0557
Test Year Ended December 31, 2006

BCA~9.1
Page 1 of 1

RATE BASE ADJUSTMENT #6 u DEFERRED INCOME TAXES
I

I
1 [B]

LINE
n o . DESCRIPTION

Accumulated Deferred Income tax

[A]
COMPANY

AS
FILED

$ 846,927

STAFF
ADJUSTMENTS
$ 445,872

[C]

STAFF
RECOMMENDED
$ 1,292,799

$ 4,566,514

4,656,614
34.90%

1
2
3
4
5

AIAC End of Year (Tax Basis)
AIAC End of Year (Accounting Basis)
Timing Difference
Tax rate
Accumulated Defered Income Tax Debit $1,628,648

$

$

2,872,915
3,835,234

952,319
34.90%

6
7
8
g
10
11

Accounting basis at end of year (Note 1)
Tax basis of capital assets at end of year (Note 1)
Timing Difference
Tax rate
Accumulated Defered Income Tax Credit
Net Deferred Income Tax (Ls - L10)

$ 335.849
$1,292,799

Note 1 - Calculation of Plant Book and Tax Basis

Tax Book
$12,996,414

(9,309,115)
683,565

$ 4,370,864
(1,497,949)

$ 2,872,915
1

Plant in Service (from BCA-3)
CIAC (from BCA-3)
Amort. on CIAC (From BCA-3)
Asset Cost
Aocum. Depr. (from BCA-3)
Net Book Value

$

$

4,933,687
(1,098,453}
3,835,234

v o

I

References
[A]: Accumulated DIT per the Company's rate application
[B]: Col [C] - Col [A]
[C]: BCA Testimony
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H20, Inc.

Docket No, W-02234A-07-0557

Test Year December 31. 2006

Schedule BCA~10
Page 1 of 1

OPERATING INCOME STATEMENT -TEST YEARAND STAFF RECOMMENDED

[Al IB] ID] [E]

LINE
DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[c ]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
PROPOSED
CHANGES

STAFF
RECOMMENDED

$ 3,171,070 $ $ 3,171,070 $ (159,937) $ 3,011,133
REVENUES;

Metered Water Sales
Water Sales - Unmetered
Other Operating Revenue
Total Operating Revenues s

208,697
3,379,767 $

(1,125)
(1,125)

207,572
$ 3,378,642 s (159,937) s

207,572
3,218,705

OPERATING EXPENSES:
s $ $ $

7,455

(2,424)
(3,948)

1
2
3
4
5
6
7
8
g

10
11
12
1 3
14 11,687

(19,124)
(210,061 )

790,693
T7,7s3

261 ,349
4,229

167,368
71 .171
66.331
23,975

175,063
214,459

52,245
el ,213
40,000

115a,187
261,182

63,002
199,385
262,857

790,693
77,793

251 ,349
4,229

157,368
71,171
65,331
23,976

175,063
214,459

52,245
51,213
40,000

158,187
261,182

63,002
198,234
202,339

790,693
77,793

253,894
4,229

169,792
75,119
66,331
12,289

175,063
214,459

52,245
so ,213
40,000

187,311
471 ,243

83,002
197,405
171 ,332

1,980
91,525

(3,150)
(50,518)

15
16
17
1 8
19
20
21
22
2 3
24
25
27
28

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance Health and Life
Reg. Comm. Exp.- Rate Case
Miscellaneous Expenses
Depreciation Expense
Taxes Other than Income
Property Taxes
Income Taxes
intentionally Left blank(Rounding)
Total Operating Expenses
Operating Income (Loss) $

3,0B3,413
296,354 $

(122,910)
121 ,785 s

2,960,503
418,139 $

(63,668)
(96,268) s

2,B96,B34
321,871

4 References:
Column (A): Company Schedule C-1
Column (B): Schedule BCA-11
Column (C): Column (A) + Column (B)
Column (D): Schedules BCA-1 and BCA-2
Column (E): Column (C) + Column (D)
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H20, Inc.
Docket no. W~02Z34A-07-0557
Test Year December 31, 2006

BCA-12
Page 1 of 1

OPERATING INCOME ADJUSTMENT #1 - REMOVAL OF SALES TAX FROM OTHER WATER REVENUES

LINE
no.

AOC1.
No.

[Al
COMPANY
PROPOSED

[8]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1

DESCRIPTION

Dther Water Revenue s 208.697 s (1,125) $ 207,572

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony

Remove sales tax from other water revenues to treat it as
a pass-through item.

1
I
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H20, Inc.
Docket No. W-02234A.07.0557
Test Year December 31, 2006

BCA~13
Page 1 of  1

OPERATING INCGME ADJUSTMENT # 2 -  RECLASSIFICATION OF MISC.  EXPENSES TO P LANT A C C O U N T

LINE
n o .

Acct.
No. DESCRIPTION

[A]
COMP A NY
P ROP OS E D

[B]
STAFF

A DJ US T M E NT S

[C]
S TA FF

R E C O M M E N D E D

1 675 Miscel laneous Expense $ 174,833 $ (5,646) $ 168,187

References:
Col [A] :  Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]:  Test imony BCA

Reclassify $6,646 from miscellaneous expenses to
Distribut ion Reservoirs and Standpipes

5
1

r

I

i
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H20, Inc.
Docket No. W-02234A-07-0557
Te$\ Year Decanber 31, zoos

BCA-14
Page 1 of 1

OPERATING INCOME ADJUSTMENT #3 . RECLASSIFICATION OF REPAIRS AND MAINTENANCE EXPENSE TO PLANT ACCOUNT

Line

Ng

Aero.
#

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDEDDESCRIPTION

1 620 Repairs and Maintenance Expense s 169,792 167,368 s (2,424)

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Cd [C]: BCA Testimony

Q

l

l
t

I

s (2,424)
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H20, Inc.
Docket No. W~D2234A-07-0557
Test Year December 31, 2ooa

BCA-15
Page 1 of 1

1

r

OPERATING INCOME ADJUSTMENT #4 . RECLAIM$IFICATION OF MlSC- EXPENSE TO PURCHASED POWER EXPENSE

And.
M DESCRIPTION

[Al
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

REQQMMENDED

1
z

Miscellaneous Expense
Purchased Power

s
s

187,311
253,894

s (7,455)
1,4ss

$
s

179,855
281,349

3 T01al s 441 ,205 s 441,205

References:
cm (A]: Company Sdxedeule C-1
Col [B]: Cd [C] - Col IA]
Col [C]: BCA Testimony

The Company erroneously posted punshased power eaqaense to
miscellaneous expense.

I
i

z
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H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

BCA-1B
Page 1 of 1

OPERATING INCOME ADJUSTMENT #5 . REMOVAL OF LATE TAX FILING PENALTY FROM MISC. EXPENSE

LINE
no.

Ame.
No. DESCRiPTiON

[8]
STAFF

ADJUSTMENTS

IC]
STAFF

RECOMMENDED

1 Miscellaneous Expense s

[A]
COMPANY
PROPOSED

179,856 s (5,023) s 174,833

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony

Remove late fax tiling penalty from
miscellaneous expense.

I
I

1

J
l
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H20, Inc.
Docket No. W-02234A-07-0557

Test Year December 31, 2006

BCA-17
Page 1 of 1

OPERATING INCOME ADJUSTMENT #6 - REMOVAL OF UNNECESSARY EXPENSE

LINE
no. DESCRIPTION

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Office Supplies Expense $ 75,119

[A]
COMPANY
PROPOSED

$ (3,948) $ 71,171

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C} - Col [A]
Col [C]: BCA Testimony

1

1
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i H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

BCA-18
Page 1 of 1

i
OPERATING INCOME ADJUSTMENT #7 . DEPRECIATION EXPENSE

Line
No. DESCRIPTION

[A]

AMOUNT

[B]
PROJECTED

RATE

[C]
DEPRECIATION

EXPENSE

1

2
3

s
131,452

7,954
538,179 11,921

255.856 8,520
I

4,437,582
51,404

2,713,063
1 .549,545

207,500
2,290,426

45,343

554,698
1,712

50,230
32,991
6910

190,792
907

90.771
121,240

6,054
24,248

52,616 2,831

29,589
224,500

0.00% $
0.00% $
0.00% s
3.33% s
2.50% $
2.50% $
3.33% $
0.67% s
2.00% s
5.00% s

12.50% s
3.33% s
2.22% s
2.00% $
3.33% s
8.33% s
2.00% 5
5.67% s
6.67% s
6.67% s

20.00% s
4.00% s
5.00% s

10.00% s
5.00% $

10.00% s
10.00% s
10.00% $

1 ,478
22,450

ACCT

m e
Plant in Service

301 Organization
302 Franchises
303 Land and Land Rights
304 Structures & Improvements
305 collecting & impounding Reservoirs
306 Lakes, Rivers. Other intakes
307 Wells and Springs
308 Infiltration Galleries and Tunnels
309 Supply Mains
310 Power Generation Equipment
311 Electric Pumping Equipment
320 Water Treatmerrl Equipment
330 Distribution Reservoirs 8- Standpipes
331 Transmission & Distribution Mains
333 Services
334 Meters & Meter installation
335 Hydrants
336 Backflow Prevention Devices
339 Other Plant & Misc. Equipment
340 Oftice Fumtture & Equipment
341 Transportation Equipment
342 Stores Equipment
343 Tools, Ship & Garage Equipment
344 Laboratory Equipment
345 Power Operated Equipment
34B Communication Equipment
347 Miscellaneous Equipment
348 Other Tangible Plant 149,414

Subtotal Geneual
Less: Non- depreciable AcoounI(s) (L2 + LE)
Depreciable Plant (L29-L30)

s

s

s

12,996,414
139,406

12,857,008

s

14.941

946,484

9,309_115
7.36%

4
5
G
1
8
g
10
11
12
13
to
15
16
17
18
19
20
21
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37

Contributions-in-Aid-of-Construclion (CIAC)
Compostie DepreciationlAmorlization Rate

Less: Amortization of CIAC (L34 x L35)
Depreciation Expense - STAFF [Col. (C), L30 - L36]

$
$

6851302
261,182

LINE
no. DESCR\PTlON

[A]
COMPANY
PROPOSED

IB]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

CB Depreciation Expense s 411,243 $ (210,061) s 261,182

s
I

3

I

I

I
1
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H20, one.
Docket No. W-02234A-07-0557
Test Year December 81, 2005

B CA - 19
Pag e 1 of  1

O PERAT ING  INCO ME ADJUST MENT  #a u  WAT ER T EST ING

LINE

1

[ B ]
S T A F F

A D J U S T M E N T S

[ C l
S T A F F

R E C O M M E N D E DDE S CRIP T IO N

Water  Test ing  Expense s

[ A ]
C O M P A N Y
P R O P O S E D

12 , 289 .L 11 , 687 s 23 , 976
uh-In

Ref erences :
Col [A] :  Company Schedeule C~1
Col [BJ:  Col [c]  -  Col [A]
Col [G ] :  BCA Test imony

3
I

B Q



STAFF
RECOMMENDED

LINE
no . DESCRIPTION

STAFF
AS ADJUSTED

4

0

H20,Inc.
Docket No,W.02234A.07.0557
Test Year December 31, 2006

BCA-20
Page 1 of 1

OPERATING INCOME ADJUSTMENT #9 - PROPERTY TAX EXPENSE

[A] [B]

$ $

$ $
$
$$

$ $

$

3,378,642
2

6,757,284
3,378,642

10,135,926
3

3,378,642
2

6,757,284 $

3,378,642
2
6,757,284
3,21 B,705
9,975,989
3
3,325,330
2
6,650,559

$ $

s $

9.321
6,641,338

23.00%
1,527,508
12.8467%

$

9,321
6,747,963

23.00%
1,552,031
12.8467%
199,385
197,405

1,980

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18

19
20
21

Staff Adjusted Test Year Revenues - 2006
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 I Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% ofCWIP
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 • Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15) $
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax - Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase (Decrease) in Property Tax Due to Increase in Revenue Requirement

$
$
s

198,234
199,385

(3,150)

22
23
24

Increase (Decrease) in Property Tax Due to increase in Revenue Requirement (Line 21) $
Increase (Decrease) in Revenue Requirement $
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

(3,150)
(159,937)
1.96983%

E
a

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1 Page 2
Line 21: Line 19 - Line 20
Line 23: Schedule BCA-1
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Hzo, Inc.
Docket No. W-D2234A-D7-D557
Test Year December 31, 2006

BCA-21
Page 1 of 1

OPERATING INCOME ADJUSTMENT #10- INCOME TAXES

LINE

_rig DESCRIPTION

[A]
COMPANY
PROPOSED

[Bl
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Income Tax Expense s 171,332 s 91,525 s 262,857

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col (C): Schedule BCA-2, Line 52



Pnsent
Rum

company
Pro sea

sum(
Recommended

won
s 1 5 . m

18.00
37.09
7 5 .W

120.00
NIT
N/T
w e

1l.oo
37.00
T5.D0

12D.50
1z1.ao

N/T

; 11.70
17.55
a n s
51.50
9 3 5 0

151.20
292.59
sas.oo

17.55
2 9 2 5
s u n
s u n
93.59

187 I

s 10.49
1s.so
z a n
51 so
B3.W

1ee.1o
259.50
619.00

15.91
25.917
s u e
l u

F lu e n t can-mvlvnuua BdRu¢h! \ ' \U\H\4¢ I \
anT ler 2n¢ T b r 1 1 T l 2l1dTler Sn!T l

1 . n L 1 1 1 . 4 : Eu s I a

n o
: n o
WMU
:now
n o w

nit
i n
w r

anno
mono
: m o
:wav
anno

we

nu;
has
mu
-an

we
M
wr

mm
Oni
n o
m a n .

M

m u
a.mo

as

1n,nuo
n u l l !
a n n o
m u o n
u o .ma

1111.1110
: n a n a
: m o m

w . 1 ° °
25.1110
s o n s
r a m

nun
urns
lll\ll
mis
nun
nun

r a n
i n n
r u n
n u n
I * *
h i *

11T - I n d  ' n u : g n u
s n o L us u s

Ono
w e

s s u m

10.000
m o w
: n u n
m o o
u m e

1 8 . 9 9 0
m u o n
s a u n a

10.180
: n m
: a n n o
l u l l :

1

-nu
uu-
uma
nun
n m
- a s
- n r

- n u
O n i
- i n
u m e
E l l i

u n n n u m m n m n
h e i n uunuhnm n m

n a n a
: s u m
r a m
a s
spasm

M
w e

1.15090
Nf f
w e

1 . u s . w
w e
w e

a,110 .w
M
w r
w e

s u m
O n o
485'-U
41n.w

nm
swan
n o m

Susan
usno

1,110.8
I  n o n

1.naw
t n g m

AI CII

u s n o
215.90
: I n v
U n a

w r
a n n o

1 . | 1 0 . w

uvu la
: s u m

u s o n o
a z a s n o

4 : 4 4 1 0
C Z U N

AA

.o f
m o n o
m m
n u n

w e
m a n
l 3 2 9 - 0 °

: m a n
3 .11059

: , s z o . w
4.41sJna

l z 1 s . o o
u s u

u c u c

415.N
"G W
U S U
S a m

wr
noun
n u n

1 1 I 1 !
1_1:ll.ll

1.uaJn0
1.m.w

z.1so.uo
: m u m

C I I

so u :
: ram
assay
rrsna

M
l l 5 . u

114010

Una
uauc
u m m
a.5»s.a0
4.ns.w
: n o m
As

s : o . w
¢=n.90
O n o
r a m

i n
1,114.00
: p u m a

! _ g 1 \ I i
M a n n

1 , u 1 . 1
5 .15590

1 _ m . w
l ,u lo .o0
AI  c a n

F r a u ! h m m I I U I I I I I N I I I
O n o
z e r o
\ s , w

WA
B M

(1 )
m
a n
(4)
( q

1 5 9 0
l l *

1 0 . m
w e
w r
w e

w e
w e

15.00
a w
15M
u m
zinc

U)
m
m
(q
(4)

u s e

1o.o0
1 _ | g *

(5)
(5)

D i l l
A n n a  n o w

a s k
anno
Ana
N M
Ono

m
¢»
no
(4)
Ur

a n
1J0*
10.00
1.sos

as
cm

can
c u

:nun
Rill

¢»l~l1-vw
m u m s

.
lcu l ln r ln l ld ld

U S E
1 . n i b . w
1 .1so .w
: . s m . n
s , l u o . w

19.540.90
1 1 . l H0 . m
u o m n o

1 1 5 9 9
1_ueo.no
1.150.011
I § 8 0 . W
s.ca0»0

1 0 1 0 0 9 0
l ' l § U0 . W
15 . o f

m m
1.nsn.oo
\_1so.w
: a n n o
s , w o . m

\ 0 1 0 0 - W
w. s 0 0 . w
85.l80.DD

\

*

5d\e6ul¢ BCA -zz
9 1 8 4 1 4 >
n u u u n u . W - 8 3 4 A - 8 7 - 8 9
T n  Yu r  Du u lWd i i .  2 9 9 6

RAT E n e s lc n

I

F

i

IHUWW Llsago Change
Reslsiential. Cummndal
lnbalbn and Cuusirudiun
Gallons h \h¢ minbnum
sn-  x3 /4 '  Meer
W  M o t h
1' Mnief
1 5 '  M SI ! !
2 '  M a u i
s - m u m
4'meter
F v a t u
hvquxlion I l l '
»tlgu|un 1~
nvfgnuunu '
u m m ?
cnuuarudiunz'
C u m n d a u r

ee|nn1navun| -»uuman=~
U r - a r
1 - m u
1: \ 1u v

r
#
runs
nqnnu'
winni-
1|1|u|n1.|'
nqnnnz-
CclluiinZ
c u m a n r
Surv ive  Um undhht lr  lnd l l l l tkn  Cl l lngu l

5Jl! 'x3f4 ' M l! ! !
a r 4 'u u » r
1 '  M i l l i
1 . 5 "  m e
2 ' M l l ¢ r
r v u m u u e s n
Z 'c l l l I IpDl l \dmBI¥
: v u e u f
r 1 u m u m u » r
3'Cdfll¢BIII1dMuMy
4'u¢w=r
4 ~T u u u 1 =a mu
4'c=mv°uvll1ms\af
8'Mel\¢1
r r u n a wl a e u e r
r c n m p u w u u n e r
l 'M u \ » f m4 L a l u s r

Su v 1 l : c Cl u l g u

a l n w u m a l u u n l w w u s v
. . , . . ~ . . . ,. .. . . . . . _ . . . . , . . . . . ,
RluunnuWun(Dl l l1quu\B-Alu f l iu l l i
n u u r h n  ( l c n n v W
u ¢ p ¢ = l - n » d a » l n n l n u u 1
n a p a - 1 - n u \ - R¢ s \ a mn l l n n l =z
n q w s x u n a u u - n u n s
Ro-Es»x141s4»nmm(vvao\u\12 Mulihs)-N¢la4
Rn-an1ular-»n\el¢(AnarHoul=9~nu1:4
N 8 F 9 \ l d s
DBUIIYIUPIWIOII .  p ltmglwl
> A n u t R » - a u 4 ( I c a n w n
Laa1 cnnmeparmwua
cumpnnyLnchDumguu vyC1as\oml1~ Nc4e 5
mahsnum=gudtvyc~nnm=v-nu\»5

c n » q » » ¢ m» w\ a c 4 » a = | » v mn ¢ n -
Pl r Cu d u l n ¢ r RNu l N
A8 Bl l 1 0 l l l l ! I N» d \ l ' 9 U

N o n a
NG1l 2
n o :
N u n n
r i M S

Pu cnmmknlnn Russ QR14-z4m.B) Two mss we avmsn al.
par Cnmmunun Rubs (RM-24983) Two and ct-hanumus the Wang: w
P¢r C¢mmlsl0n nun: (R1+2480,s)
uawwu onyswm wnnsms mhununn (Ru-2-4lmJb
Flt  cemusum Rules (R14-2-4078)

CAPS1Aw:M r9 l
Cu n u n d y l h u n t n o 1 u h c l t ¢ d c Ap u u d w r p e . T h e c a mp l n y p r u p o s e s v u i u l l a w h g CAPml d 1 a r p e i n
a d d iu n b u h u ma ru o mmo d h y d u a s g c s a n u w l ib c a d p mlN a xu w a n y w n w w s rmn  a mu b l l u n u n N
w v u u u u a w u m e u x u v » v c ° ' " ° ' " y ' * ' ° o a u a w | n x r » n u | u w ¢ » w w  1 4 1  n u v i u t n l
Ce u t u IA IW n n a Pm l i d w M r l l w y u r 1 o 1 d ¢ Rv l r y \ o u l d u u l a r x . T h ¢ s u u d w g e w l l h d u d e 1  1 u y l l y
a mn n n z n u n n u f ma n a mi l z a u w mp h a i w u p v v j e w u l n n u r w a a w s n s v a a n a w n u a u n u a ma o a l n a v y
a n s u v m a 1 w v a l b a n n n w u u » ~ u w = r l y o u 1 a » n g ¢ a l u n : s = ¢ a m a u m a - a n z l r » u n a a u a » y » r w l
u n y o u u u n u u u d 1 f l e u u v u r y o f l d u a l c u s l s Vn u iu \ l 1 v y \ l v h d u d l4 h l r w n u 4 y ¢ \ r s s u ¢ w \v 9 e u n n l v H\1 \ In l l .
&a l l w Il n ¢ : s l r l l l \ 1 =n mu u 4 a l u n u n l l \ e CAPs u r o mr w l n s u p w l e mu ml i i l d i l n u u v y .

ofl4m c lpadty  Rusanlt lun  Churgn (Hunk-up Fn)
. Not: G

515' x3!4' Male:
a u '  w e
1' Mntaf
ms' MBI!!
2' M8lBr
3 '  ma u l
4 '  w a r
e '  ma w

nm s NlwWdur hnal la l lons lhybs meqedonlyuruce perpaml.sa:v icc  mmanlon,nfmwlI -nhnnnb
dns lnn .Fupwek luvuu lnb iyappon iun lhc  mdsdconnmdinq  aWlbndon-s lehd l les iap lwide
wan: plWualnn, 4el%vury,doruq¢. and www unong Ill news»1vk:e wrnwdlons,

NT as N o  a n s



wwl\:»r~Jh.>roluronr~J-» o c o o o \ l o > c n . z > w o c o o o ~ lo 1 u 1 - l> o -3 § ' ° ° °* ° ' ° ' °* ' * ' *
Z C

z
Q m

EYEQ'

3
CD CD (D 3 3lQ@¢-DCQ:sz 3333

6'5.5l5' :r
3 azov'-*

"1
C
o

"WQ QN**QW
U* : ' ' 01--e°3

m
3 3 3 3 3 W W

' 1 (9 (̀ D(D(D3 3.
9 . 9 9 8 1 9 8

.a»..;Q.)
UZ Jane.

- - - - - - - . ooooomnunuwnunununnu

m m m m n a m 8 lE  5 L5 l . 8 l E ' E 5 . ' E 1
~ ~ " ~ ~ " * " " 3 3 3 3 3 3 3 3 3 m m m m w m m m mmcbm CD fD : : :3 :13 5 : 3::=_. 3 3 3-1_1_-1_:_3_-1_ "1_'1_r4r-+|4~r-v~--v- . - . *
< < < ; : N w n o o o o o o o 8 m m 3 g w £ 2 & w
c o m m a : UP 4 § " ' * * " . ' _

999 - ` '
m u m

ET
G m

$8CD..
m g

m21

zzzz zzzz zzzzoooo oooo oaao4444 4444 4444
c c c c c c c c C C C C
"""'nG"8°°°°a<,_Jt1»'88'1'§'n':.<.»~_.r'11"f41"n'4'~'4»»~

o o ° o o m @ m u u u u
*3388 23282 35388
8®_»~l~ oo~1I\\cn-4 o m o o o a w

w es en et eaea 84 94 ea Qhe Q ea 9 69

Ru ..\
o o> ea of r~.>
4 co UP ro »-L
Lo .-x Q of 0)
D J  o  4  w  N

_ L
m UP 4 m A

A UP ® 01 of@ .A UI ® U)

commasm o m w w
? N W W 9Arm to.:mmmmo

C
(D
>
ca
m >

<
m
:u
>
CJ
m

o
C
xi
no
m
-I

U
O
r-'
;
:D
CO

o  r o  o  o  o

.4 w -.x
m A of .4 .4
UI o UP UP UP
Q  o  o  o  o
Q  o  o  o  o

ro
-L -| A

_.x _LD _CT pa pa
UI -A O O UP
o  co  o  o  O

-03
.9'P.l4P"."-'U'\U'l(JIIUIIUllo o o c oo o o o o
69 ea 9 ea 69eemmeam he 4 en 9 94

ro .-x
A O) ro .4

_L .4 of (D (D
UP Ru _L UP A
ro o UP UI

iv .4
.x 4 UI of v-L
.x  o  N m 4
01 .; _L A 0)
N 4> co ~l

-u1r~:»t\.>~noI\>n89014-\£D
CD 9-*Ui~1o>o>ww

c:
CD
>
m
in

-

U
Or-
;
:u
cm

g
m
9.
>z

a

n

n8 8 8
6 2 5
a g e
u -

§§
3 ro

g8
w >

Q
cm§¢b
- |

w e

3
n
>|"'
Q.
| " '
l "
>
z
.==-<
Q
m
><

3
c>
m
>
U
g
m
g
>

8
>
ca
m
I
o

an
so

9
-4

8
m
m

(Q
u>

c/>
o
3
m
Q

W  E
m fv

3
o 4>* Nco of

4

I

r



movo>c.n<n<ncno1c.wc1c.n.1=.J>4>4=-J>.\>.>J>wc»>c*>o.>w.oaw¢»
r o - » c < . o o o ~ l o > o ' l - l > - » o < o o o ~ l o > c n 4 > u > o c o o o ~ l o > o 1 - \ > w w

Z E

o m

m 0 8
m .Q.!2.!'.9.'°°5&'E.0.0.0.9.0.9.(9®¢9¢¢¢¢@m 3 3 3 3 Cb

8 8n

o o:gm 3333
~= =3333 3:8383332819
"2* °§'8mm8m 8

=4Q44~

: 5 cm m3 . _. -1g"q30
... Q

3

8m'mmmm8888m _____
-----quoaacovo--* UP,»»24===~'4°§8

<4-4°g - - -

==,?..QQ3.3.3.1Q°°o o o o o G>gg°""°5'§'n> m9184933 3 3 "'

°.L_8: cu

55<»° "l

2 9 9

ET
Om
;8.cmW g

m
27

4-»iw4b>497955-*

2 2 i l » ¢ a w w z z z z 9 ¢ * " 9 " " " " "
o o o o . :3 9 4 4 4 4 4 4 4 ;

c c cccc 883 m
f'4'»¢9~l<»<.»~ $ 8 9 8 "'"'""883~.~_»ou3;833UUUU33283900 ppcmm

| I bvinb w

9 en en en en

in' a s 'rugrocncv

e n - w a e n e n

bob4l
363p'gn-L'-$
UP88833

9333wm~¢>L b w eow
98388

3'5'3»~»-
&o bi co83883

ro38339'iuzn 48 u1oo¢ga2 a=a=a2>
¢" ' o f

38844$8888
&8:¢3I inbaom3901'gm
<< >

2mQ
c>
m

o
O
g
-U
>z-<
'U
m
O'U
O
com
U

z
o
QU
m
>CD
m

' 0
rn
33
o
m
-4

ea 9 ea 9 an

-L .Aau -A UI ro -am -L o> UI A
N so cm m Ia-A 9 co ro m

4.54 .4

8»» 9Io' Mu:-»
o8§899bow wooo~l3An

9449999Ia  9  a n  M  9en aun en vo

.Ono99393¢,a¢o.\¢ocn
t~>-»»~»~. 9°*§-°S-"

c o l o w w
n 4w
b4 oao>~|~|

N N r o9939
o f n c > n
¢o o>~|u188$$$

w§33§' Moo as3°°a8e
N N N»9339ham ¢»c>
<o~l8QV\gaEa2a2a~>

gmQ>z

2o
3cm
m

'U
I

x. u
n o

1
l

i
o

i
>
)

-Lu:

5.5-+3
9 3 .
D,'
8?We
88
-as
°_:?.
-2.
gm

co

;
4

l
I

3
o>
I " '
9
l " 'I"
>z
_z-<
2cm
><
3
Q
rn
>z
U
g
m
E
>z
cw>
Qm
o
o3
3z
-<
'0
Wo'o
omm
U

mn3
m
a

W  E.
m a>i n(D W
N C

4>
*  N
QS w
o



CD£DCO©D(39CWOJ@@UJ®\l\l\II~l\l\I\l*~I0>0'3G¥C30'3.UlC'50,N.~¢:.»cooo-lo>o1r~J..»c>cooo~lo>u1J>-»o<oo°~40>u14>-0°
z  E

o m

: o*KK
BH- 8389* _.5 5 5 3 5 o o m a m a : 335

- : m 1 1 1 1 ; B o n a
2~NAAQ8 8mom : »-4----

;589§5§§9999098998§§§§§§§
Mg 3:°59%33333333333aaaaaaa

.?-. :.--33§§§3333 gg¢nmmmcnc»g
- m
£ 2 8 0 0 : : = 1 1 n o n m § m m E

2 3 4 3 =mm ~ m % 1mm m.=»z.'~3 = 2. = :-. 4 "4"8' =.. ="
999 - --

-4
oz; 3

8
or_cn
> o
U l m

30

m m m m

-* f-s

cow-»
_**-\-spa~lv1¢o¢.>m@9949

94 -1-1-4-1 -4-1-1-4
CCCC c c :

Cm u>u>u>u>

mmmwm m "34m» o f°"8888°0°08m¢w@°°
4 b4mm.N-84010I

ea an 9 en Ev

or iobln

a e n w w mea  en  en  au

F 9393
NQN89

42¢»?nw
°eJ~9

w 3n§
g§§§$

w¢b39
UP38388
>

L bwbbéw
~lc>o> - 4mw»8w$8888

>
<
m
m
>
Q
m

-

z
0
:u
9cm
m

3>
'Tl
' n
:um
o
O
g
3
mz
Um
U

*o
m
:u
0
m
z- I

en 9 en en en9 an QS Ga Ia

oowarvo-»!°9*!'*°9"9°©OU1N¢Dtoo°c»>~loo
9999999

aw
--\NR*>N

s»>s»9>9's=°
- l w ¢ . n ~ l o
wenenww

cow cmp§n 95o!oWO-*NUTwomuauu

w2,.~_
PF" P  P  9 '

88883
<»s»>'9s"
U I * @ -\
e e e w s

9339?
W N W o
O N - * g N

L b L b
w e » @
9-\(D(»J~*
$8888

L L ; b
p p g p p
so o ow w oo

\
(Dca o> l= A pa
m UP o o oz
UP UI -L m N

g
m
Q
>z

-

2
o
m

8
m

' 0
m
no
0
m

- l

9A

I

M
A»

I

3
>|""
9
I"'| -
>
z
>l "
-<
2
(D
>
<

3
m
m
>z
U
3m
g
>
z
Cw
>
GO
m

9
>
'n
'n
au
m
o
o
g
g
m
z
U
m
U m

Q.

8 .
o

3r~>

u s944
w?
* Q

. . . . |  O Ia>  o  N
9  Q P

(D ._

8" 3"' 'U  .
g

ro T'
cm Q.

822
-~4

CD
o
3 '

`0  F .
iv cycc
<° 8°' P
w  w



Rf

BEFORE THE ARIZONA CORPORATION COMMISSION |

KRISTIN K. MAYES
Chairman

GARY PHERCE
Commissioner

PAUL NEWMAN
Commissioner

SANDRA D. KENNEDY
Commissioner

BOB STUMP
Commissioner

IN THE MATTER OF THE APPLICATION OF
HZO, INC. AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PROPERTY
AND FOR AN INCREASE IN ITS WATER RATES
AND CHARGES FOR UTILITY SERVICES

)
)
)
)
)
)
)

DOCKET NO. W-02234A-07-0557

SURREBUTTAL

TESTIMONY

OF

BRENDAN c. ALADI

PUBLIC UTILITIES ANALYST III

UTILITIES DWISION

ARIZONA CORPORATION COMMISSION

APRIL 10, 2009



*

TABLE OF CONTENTS

INTRODUCTION........~ l l 01 01

Page

» 1

PURPOSE OF SURREBUTTAL TESTIMONY.. .1

SUMMAR Y OF RECOMMENDA TIONS ll .2

RESPONSE TO REBUTTAL TESTIMONY OF THOMAS J. 8oURAs5A..~ au .3

SCHEDULES

RATE APPLICATION
Revenue Requirement ..
Gross Revenue Conversion Factor ..
Rate Base - Original Cost ., .
Summary of Original Cost Rate Base Adjustments ..
Rate Base Adjustment No. 1 - Reclassification of Miscellaneous Expense to Plant ..
Rate Base Adjustment No. 2 - Reclassification of Repairs & Mai ft. Expense to Plant...
Rate Base Adjustment No. 3 - Accumulated Depreciation..
Rate Base Adjustment No. 4 - Contribution-in~Aid-of-Construction ..
Rate Base Adjustment No. 5 - Advance-in-Aid-of-Construction...
Operating Income Statement-Test Year and Staff Recommended ..
Summary of Income Statement Adjustments-
Operating Income Adjustment No. I
Operating Income Adjustment No .
Operating Income Adjustment No.
Operating Income Adjustment No .
Operating Income Adj vestment No .
Operating Income Adjustment No.
Operating Income Adjustment No.
Operating Income Adjustment No.
Operating Income Adjustment No .
Operating Income Adjustment No.
Rate Design .
Typical Bill Analysis .

TestYear..
-Removal of Sales Tax from Other Water Revenue

2 - Reclassification of Repairs&Maint.Expense to Plan
3 -Reclassify Misc.Expense to Purchased Power...
4 - Removal of Late Tax Filing Penalty...
5 - Reclassification of Misc. Expense to Plant...
6 - Removal of Food Service Expense...
7 - Depreciation Expense...
8 - Water Testing Expense...
9 .- Property Tax Expense...
10 - Income Tax...

.BCA-1

. BCA-2

. BCA-3

. BCA-4

.BCA-5

. BCA-6

. BCA-7

. BCA-8

. BCA-9
.BCA-10
.BCA-11

.BcA42
tBcA-13
..BCA-14
,.BCA-l5
..BCA-16
BCA-17
..BCA-18
BCA-19

,.BCA-20
,.BCA-21
u BCA-22
.BCA-23

ATTACHMENT

Staff Data Request No. 7 -- CAP Surcharge..

I I I 1

.A



.l

*

v

EXECUTIVE SUMMARY
Hzo, INC.

DOCKET NO. W-02234A-07-0557

The Surrebuttal Testimony of Staff witness Brendan C. Aladi addresses the following issues :

Revenue Requirement ,  Ra te Base and Test  Year  Opera t ing Income -  S t a f f  r ecommends  a
$3,218,705 revenue requirement,  a $159,937 or 4.73 percent decrease from adjusted test year
revenue 'of $3,378,642 Staff' s recommended revenue provides a 10.0 percent operating margin.
H20, Inc. ("H20" or "Company") has a negative $500,901 fair value rate base (same as original
cost). The Company's rebuttal testimony proposes a $3,244,489 revenue requirement, a $134,153
or 3.97 percent decrease from adjusted test year revenue of $3,378,642 to provide an 11.46 percent
rate of return on a fair value rate base (same as original cost) of $1,995,695 .

Response to the Rebuttal Testimony of Mr. Thomas J. Bourassa:

AIAC/CIAC in Rate Base - Staff continues to advocate including unexpended AMC and
CIAC and CIAC pertaining to CWIP as components of the rate base. klcluding these items in
the rate base calculation reduces the rate base, and is consistent with rate-making principles.

Net Deferred Income Tax Debit - Staff continues to advocate $1,292,799 for a Net Deferred
Income Tax Debit (addition to rate base). The Company has not supported its proposal to
change the basis of its estimated accumulated deferred income taxes from a 34.90 percent
income tax ra te in its  direct  test imony to 38.50 percent  income tax ra te in its  rebutta l
testimony. Staff disagrees with the Company omission of a  por t ion of its  CIAC in the
estimation and the Net CIAC balance.

Operating Margin - Staff continues to recommend an operating margin of 10.0 percent. Due
to the $500,901 negative rate base, an operating income cannot be determined based on rate of
return.

CAP Surcharge -- The Company has not  responded to Staff  data requests essential for
evaluating the proposed CAP Surcharge, accordingly, Staff does not recommend it.

2.

1.

3.

4.

5. Off-site Capacity Reservation Charge (Hook-up) Fee - Hook-up fees contribute significantly
to the Company's having a negative rate base, and Staff does not recommend any hook-up fee.
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Surrebuttal Testimony of Brendan C. Aladi
Docket No. W-02234A-07-0557
Page 1

1 INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3

4

5

My name is Brendan Aladi. I am a Public Utilities Analyst III employed by the Arizona

Corporation Commission ("Commission") in the Utilities Division ("Staff'). My business

address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q- Briefly describe your responsibilities as a Public Utilities Analyst III.

8 I  am responsible for  the examina t ion and ver if ica t ion of  f inancia l and s ta t is t ica l

9

10

11

12

information included in utility rate applications, financing applications, Certificate of

Convenience and Necessity ("CC&N") applications,  and var ious other  matters. In

addit ion,  I develop revenue requirements,  prepare writ ten repor ts,  test imonies,  and

schedules that include Staff recommendations to the Commission. I am also responsible

13 for testifying at fontal hearings on these matters.

14

15 Q- Are you the same Brendan Aladi who previously submitted pre-filed direct testimony

in this case?16

17 Yes, I am.

18

19 PURPOSE OF SURREBUTTAL TESTIMONY

20 Q- What is the purpose of your Surrebuttal Testimony in this proceeding?

21

22

23

A.

A.

A.

A. The purpose of my Surrebuttal Testimony in this proceeding is to respond, on behalf of

Staff, to the Rebuttal Testimony of Mr. Thomas J. Bourassa, who represents HZO, Inc.

("H20" or "Company").



Surrebuttal Testimony of Brendan C. Aladi
Docket No. W-02234A-07-055'7
Page 2

1 Did Staff attempt to address every issue raised by the Company in its Rebuttal

2 Testimony?

3

4

5

6

No. This testimony is limited to cer tain issues as outlined below. Silence on any

particular issue raised in the Company's Rebuttal Testimony does not indicate that Staff

agrees wide the Company's stated Rebuttal position on the issue. I rely on my Direct

Testimony unless modified by this Surrebuttal Testimony. Staffs recommendations are

shown in the attached Surrebuttal Schedules BCA-l through BCA-23. 17

8

9 Q- What issues will Staff address?

10 Staff will address the issues listed below that are discussed in the Rebuttal Testimony of

11 Company witness Mr. Thomas J. Bourassa.

Rate Base:12

13
14
15

1. AIAC/CIAC not expended and CIAC funding CWIP,
2. Net Deferred Income Tax Debit,

16

17

Revenue Requirement :

1. Operating Margin Vs Rate of Return

Tariffs218

19
20
21

1. CAP Surcharge
2. Off-site Capacity Reservation Charge (Hook-up Fee)

22

23 SUMMARY OF RECOMMENDATIONS

24 Q- Please provide a summary of Staff's Surrebuttal recommendations for HZO.

25

26

27

28

Staff recommends a revenue requirement of $3,218, '705, a $159,937 or 4.73 percent

decrease from test year revenues of $3,378,642 Staff" s recommended revenue provides

an oper a t ing income of  $321,871  for  a  10 .0  per cent  oper a t ing mar gin. Sta ffs

r ecommended r a te base of  nega t ive $500,901 is  a  $2 ,445,086 decrease from the

U

A.

A.

A.

1 The Company's proposed amounts reflect its initial application and are not updated to reflect its rebuttal position.
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Surrebuttal Testimony of Brendan C. Aladi
Docket No. W-02234A-07-0557
Page 3

1 Company's proposed rate base of $1,944,185. Staffs adjusted test year operating income

is $418,139, a $121,785 increase from the Company's proposed $296,354.2

3

Staff Test Year and Recommended Revenue

Staff As Adjust
Test Year

Staff
Recommended

IHCI/D€CI
in Dollars

% Increase/
Decrease

4

5
6
7
8
9

10

Revenue
Requirement $3,378,642 $3,218,705 ($159,937) -4.73%

Rate Base - Company Proposed and Staff Recommended

Company
Proposed

Staff
Recommended

Staff
Adjustment

% Increase/
Decrease

1.1

12
13
1 4
15
1 6 Rate Base $1,944,185 ($500,901) ($2,445,086) -126%

17

18

19

RESPONSE TO REBUTTAL TESTIMONY OF THOMAS J. BOURASSA

RATE BASE

Revenue Requirement

Q, What are the return on equity and rate of return that the Company is requesting in

its rebuttal testimony?

The Company is requesting a 12.00 percent return on equity and an overall 11.46 percent

rate of return.

Q- What are the return on equity and rate of return that the Company requested in its

direct testimony?

I

20

21

22

23

24

25

26

27

28

29

A.

A. The Company requested a 10.75 percent ream on equity and an overall 10.28 percent rate

of return.
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Docket No. W-02234A-07-0557
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1 Q- What rate of return is Staff recommending?

2

3

4

Staff continues to recommend an operating margin of 10.0 percent. The concept of a rate

of return is not meaningful when applied to a negative rate base. Due to the $500,901

negative rate base, an operating income cannot be determined based on a rate of return.

5

6 Q. What is the revenue requirement adjustment that the Company is proposing in its

rebuttal filing?7

8

9

10

11

The Company is requesting a $134,153, or 3.97 percent, decrease in revenue for a total

revenue requirement of $3,244,489

Q- How does this compare with the Company's direct filing?

12 In the direct tiling, the Company requested a decrease in revenue of $154,861, a decrease

of 4.58 percent, for total revenue of $3,224,90613

14

15

16

Q- What revenue requirement is Staff recommending?

17

18

Staff recommends a revenue requirement of $3,218,705, a $159,937 or 4.73 percent

decrease from test year revenues of $3>378,642

19

20

Unexpended AlA C/CIAC and CIAC in CWIP

Q. Please describe how CIAC and AIAC relate to plant in service and rate base.

21

22

23

24

A. CIAC and AIAC represent funds or plant provided to the Company by parties other than

investors. Typically, funds received as CIAC or AIAC are used to build plant which may

ultimately be in rate base. Plant that is used and useful for the provision of utility service

is a  component of ra te base.  CIAC and AIAC are also components of ra te base.  As

components of rate base, plant differs from CIAC and AIAC in that plant increases rate

base and CIAC and AIAC decrease rate base. Plant that is under construction ("CWIP")

25

26

A.

A.

A.

A.
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1

2

3

4

is normally not a component of the rate base calculation. Thus, funds received as CIAC or

AIAC that are funding CWIP are included in the rate base calculation while the CWIP is

not included in the rate base calculation. As a result, the plant included in the rate base

calculation may not equal CIAC and AIAC funds received.

5

6 Q- Please describe the Company's position.

7

8

The Company states that it has received CLAC and AIAC for plant not yet completed and

reflected in its rate base. The Company further indicates that since CWIP is not an

addit ion to ra te base,  then rela ted CIAC should not  be a  reduction in the ra te base9

10 calculation.

11

12 Q- Is the Company's position a departure from traditional ratemaldng practices?

13 Yes. The Company's position is a departure from traditional rate-making practices.

14

15 Q, Please explain.

16

17

18

19

20

21

22

23

24

25

A.

A.

A. The Company has use of the funds advanced or contributed by others, regardless of how

the funds are used, investors commit less funds for utility purposes. Accordingly, the

Company's rate base should be reduced by the CIAC and AIAC regardless of how it is

used. The fact that the associated CWIP is not in rate base is irrelevant. CWIP is one

example of how not recognizing CIAC and AIAC as a deduction in the calculation of rate

base results in excess earnings. The Company can record an allowance for funds used

during construction ("AFUDC") to CWIP balances to earn a  return on construction

expenditures funded by CIAC and AIAC. AFUDC is a  font  of earnings. Thus, the

Company is earning on funds not provided by investors. Reducing rate base by CIAC and

AIAC preserves the ratemaking balance and removes this excess earnings potential.
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1 Q- What does Staff recommend?

2

3

4

Staff recommends including all AIAC and CIAC balances in the calculation of rate base,

including those unexpended or funding CWIP to properly reflect a reduction to rate base.

Staff' s recommends a $34,405 adjustment to increase AIAC and a $2,859,339 adjustment

to properly reflect CIAC.5

6

7 Tarts

8 CAP Surcharge

9

10

11

Q- Staff, in its direct testimony, reserved the right to present its recommendation

regarding the Company's proposal to introduce a CAP Surcharge in supplemental

testimony, what is Staff's recommendation?

12

13

On January 27, 2009, Staff sent its 7th data request (Attaclnnent A) to the Company.

Responses to Staff DR 7 are essential to Staffs evaluation of the Company's proposed

CAP Surcharge. The Company has not provided responses to Staff DR 7. Accordingly,

Staff does not recommend a CAP Surcharge at this time.

14

15

16

17

18

Off-site Capacity Reservation Charge (Hook-up Fee)

Q- Does the off-site capacity reservation charge (Hook-up Fee) have an impact on rate

19

20

21

base?

Yes, hook-up fee collections are a deduction in the calculation of rate base and contribute

significantly to the Company having a negative rate base.

22

23 Q-

24

Does Staff have any other comment regarding the Company's off-site capacity

reservation charge (Hook-up Fee)?

25

26

A.

A.

A.

A. Yes. On February 11, 2009, Staff sent its 8th data request to the Company. The Company

has not provided a response to Staff DR 8.
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1 Q- What does Staff recommend?

2 .  A . Staff does not recommend approval of an off-site capacity reservation charge (hook-up

3 fee).

4

5 Q- Does this conclude your surrebuttal testimony?

6 A. Yes, it does,
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REVENUE REQUIREMENT

z
(A)

COMPANY
ORIGINAL

COST

(C)
STAFF

ORIGINAL
COST

LINE
NO. DESCRIPTION

(B)
COMPANY

FArR
VALUE

(D)
STAFF
FAIR

VALUE

1 $ 1,944,185 s 1,944,185 s s

2 $ 295,354 $ $

(509,901)

418,139

NMF

$

3 15.24%

296,354

15.24%

(500,901)

415,139

NMF

4 10.28% 10.28% NMF NMF

5 s $ $ 321.871

S s

199,823

(95,531)

1 .6043

$

199,823

(96,531)

1 .s043

$ $

7

Adjusted Rate Base - Fair Value equals Original Cost

Adjusted Operating income (Loss)

Current Rate of Return (LE / LI)

Required Rate of Return

Required Operating Income: Col. A & B (LI ' LE), Col, C & D 10% Operating Margin $

Operating Income Deficiency/(Excess) (L5 - L2)

Gross Revenue Conversion Factor

(95,259)

1 .6614

B Required Revenue Increased(Decrease) (L7 ' L6) $ (154,851) s (154,881) [s

9 $ 3,379,757 $

10 s 3,224,905

-4.58%

s 3,378,542

$ 3.218.705

_4_73%11

3\379,767

$ 3,224,905

-458%

321 ,871

(98,269)

1 .6514

(159,s37)l

5 3,378,642

s 3,218,705

-4.73%

12

Adjusted Test Year Revenue

Proposed Annual Revenue (LB + LE)

Required Increase/(Decrease) in Revenue (%)

Rate of Return on Equity (%) 10.75% 10.75% NMF NMF

,

References:
Columns [A] and [B]: Company Schedules A-1 , A-2, & D-1
Columns [C] and [D]: STAFF Schedules BCA~2, BCA-3 and BCA-11 I

NMF - Not Meaningful

I
a

l

I



Test Year

s
s
s

3,378,542
2,697,646

s
s
s

s
s
s

s
5.96B0'/a

680,996 s
5.96BD'/ol

s
6.9580 /,|

47.452
633,545

7,5oo
6.250
s,5oo

91 ,550
101,505

s
s
s
s
s
s
s

s
s
s
5
s
s
$
s

s
s
s
s
s
s
s
s
s s 252,B5II s

Staff Recommended

s
s
s

s 3,215,705
s 2,594,495
5 -

s
s
s

s
GBGBO'/S

s5.9580/ ,1 524,210 s
e.9saov.l

s
s
s
s
s
s
s

36.527
487,583

7,54:o
s , zso
a,50n

91.650
51,912

s
s
s
s
s
s
s
s

s
s
$
s
s
s
s
s
s s 202,339
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GROSS REVENUE CONVERSION FACTOR

(A) (B) (C) (D) [E] 1F1LINE
n o . DESCRIPTION

r

1
2
3
4
5
5

Calculaliow d Gross Revenue Conversion Factor?
Revenue
Uncoledble Faclor (Line 11)
Revenues (LI  -  L2)
Combined Fedora\ and Ame Income Tax and property Tax Rate (Line 23)
Subtotal (LE . LE)
R evenue Conversion Facto!  (L1 I L5)

1 oo.nooo%
D.0DDO%

10D.0DDD%
39.BDB4'%
50.191696
1.551361

7
B
g
10
11

Calculation of Uncdlectfible Factor?
unit y
Combined Fedaml and State Tax Rate (Una 23)
One Minus Combined Income Tax Rate (L7 - LB )
Uncoledible Rate
U ncoledib ie F ader  ( Ls  L10 )

10D.DODOV»
3B.59B9%
51 4011 %

0.000054
D.0DOD°/=

1 DD.00DD%
6.958D%

93.0320%
34.00DD%
3153D9%

12
13
14
15
16
17

Calculat ion ofEllieclive Tax Rate:
Opaaing lncume Before Taxes (AMong Tan<able Income)
Arizona State Income Tax Rate
Fede'al Taxable Income ( L I 2-  L13)
Applicable Federal Income Tax Rate (Line 55)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and Slate Income Tax Rate (L13 +L16) CB .59B9%

100,DDOD%
3B.59B9%
SI .4011 %

1.9S9BV=
1.2095%

Calculat ion ofElfect ive Plunerrv Tax Factor
1 8  U r i t y
19 Combined Federal and State Income Tax Rate (L17)
to Gne Minus Combined income Tax Rate (L15-L19)
21 Property Tax FaNon (Bc/=~1s, L21)
22 Effective Property Tax Facing (L20IL21)
23 Combined Federal and Stale Income Tax and Properly Tax Rate (L17~H.22) 39,BOB4%

s 321,B71
418,139

24 Required Operating Income (Schedule BCA-1, Ume 5)
25 Aqus1edTes't  Year Opening Income (Loss) (SehedMe BCA-11, Line28)
26 Required Increase in Operating Income (L24 - L25) s (96,259)

2 7
25
2 9

s 202,339
252,857

income Taxes on RecommendmentR e v i v e (Cd. (El, L52)
Income Taxes on Test Year Reverie (Col. IB), L52)
Required Increase in Revenue to Provide for Income Taxes (L27 - LZB) (60,518)

s 3,218,705
0.0000%

30
31
32
33
34

Recommended Revenue Requirement! (Schedule BCA-1, Line 10)
Uncoledible Rate (Line 10)
Uncoilemible Enqaense on RecommendedRevenue (L3D'L31)
Adjusted Tes1Yeer Unccnedible Expense
Required Increase inRevalue to Provide for UncoNeciible E>q>. (L32-L33)

s
s

s 196,234
199,385

35
36
37
38

Property Tax with Recommended Revenue (BCA-20, C d B, L16)
Property Tax on Tesl Year Revenue (BCA-16, Cd A, L1S)
Increase 'm Properly Tax Due to Ina-ease in RevernJe (L35-L35)
Tn\aI Required lnaease in Revenue (L26 + L29 + L34 + L37) s

(3,150)
(159,937)

Calculation m' Income Tex:
39 Revenue ($d1edule BG410, Cd, ICI- Une 4 & saw. BCA-1, Cd. ID) Line 10)
40 operat ing Expanses Exdudlng Income Taxes
41 8/ndvunized Interest  (L59
42 Ar izona Taxat t re Income (L35- L4D- L41)
43 Ar izona Stale Income Tax Rate
44 Ar izona Income Tax (L42 x L43)
45 Federal Taxable Income (L42.  L44)
46 Federal Tax on First Income Bracket ($1 - $50,000) @ 15%
47 Federal Tax on Second income Bracket (551,DD1 - 575.600) Q 25%
CB Federal Tax on Third Income Bracket ($75,001 - $100,DDO) Q 34%
49 Feclaal Tax on Fourvt Income Bracket (s100,001 . $335,0DD) Q 39%
so Federal Tax on Fltth Income Bracket (st-1as,oo1 -$10,000.000) Q 34%
51 Total Federal Income Tax
52 Combined Federal and State Income Tax (L44 + L51) s

53 Applicable Fedora\ Income Tax Rate [Cd, [E`}, L51 - Cd. [BL L51] / [CoL [E], L45 . Cal. [8], L45]
55
s o

34.0000v.

57
5B
59

Calculation of lnleresl Svnchronization: No!ADDlicable in This Docket
Rate Base (Schedule BCA-3,  Cd. (C), Line 17
Weighted Average Cost of Debt
Synchronized Interest (L45 X L46)

$
Water

(500,901)
D.0DDD%

NMF
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RATE BASE -  ORI G I NAL COST

(B )

LI NE
N O .

(A )
C O M P A N Y

A S
FILED

S T A F F
A D J U S T M E N T S

<<>)
STAFF

AS
ADJUSTED

1

2

3

Plant  in Service
Less:  Accumulated Depreciat ion
Net  Plant  in Service

$ $$ 12,987,344
1,491 ,hes

$ 11 ,495,678 $

9,070
6,283
2,787 $

12,996,414
1,497,949

11,498,465

LESS."

4
5
6

Contribut ions in Aid of  Construct ion (CIAO)
Less:  Accumulated Amort izat ion

Net  CIAC

$ 6,449,776
683,565

5,766,211

$ 2,859,339 $

2,859,339

9,309,115
683,565

8,625,550

7 Advances in Aid of  Const ruct ion (AIAC) 3,031,454 34,405 3,065,859

8 Customer Deposi ts 1 ,600,755 1,600,755

9 Deferred Income Tax Credi ts

ADD."

1 0 Unamort ized Finance Charges

1 1 Deferred Income Tax Debi ts 846,927 445,872 1,292,799

1 2 Working Capi ta l

13 Intent ional ly Lef t  Blank

1 7 Original  Cost Rate Base $ 1,944,185 $ (2,445,085) $ (500,901)

References:
Column [A] ,  Company Schedule B-1
Co lumn [ B ] :  Co lumn [ C ]  Co lumn [ A ]
Column [C] :  Schedule BCA-4 Column [H] .

E

I



ADJ #
1
2
3
4
s
5

References:
Snheduie BCA-5
SrhedMe Bam
Sch=du1= Bclw
Sdwduie BCA-B
Snheduie BCA-9
Sdxeduie BCA-9.1

Hze, Inn.
Bock!! Nu. W-02234/\-07-0557
Test Yur Dnnnmber31, 2006

Surrabu\sall Schedule so
Page 1 al 1

SUMMARY OF ORIGINAL CGST RATE BASE ADJUSTMENTS

LINE
ND.

[Al
COMPANY

[Bl

ADJ #1

[DI

ADJ #3

(El

ADJ #4

F l

ADJ #5

rHo

ADJ #7

IH]
S'fAFF

ADJUSTED
ACCT.

no. DESCRIPTION AS FILED
Revised Schedmie

B-2

(5)

ADJ ms

s s s s s s s s s

|

PLANT IN SERVICE:
Intangible Plum

301,00 organization
3D2.DD Flznehlses
303.09 Land s. Land Rights

subtnml Intangible

131 ,452
7,954

139.405

1311452
7,954

139.405

s 535,179 s s s s s s s s 5381179

255.856 255,856

4,4:7_sa2 4,437,582

Sauna of SHPPPY
304.00 Skxudures a lnnprvovemuNs
3D5.D0 Cdleding and lrnpoundmg Res.
305.00 Lake River and Oth: Intakes
s a l o n Wells and swings
308.00 lnfnlniion Gllieries and Tuvsels
309.00 Supply Mains
310,00 Fawn Generating Equipmui
311.DD Electric P4nn:in9 Equipmui
312.00 Collecting & Impounding Reservoirs
313,00 Lakes, Rives, Other Intakes

Subtotal source of supply s 5,231,617 s s s s s s s s 5,231 ,617

s s1,404 s s s s s s s s 51 ,4o4
Waler TraatrnnM

32000 Water Treatrnant Eqaipmeni
321 .DD St/uchles & \rnplv:velneMs
323.00 acne: Pow! FruduMion
325.00 Electric Pumping Equipment
326.00 Diesel Pumping Equipmeri
328.18 Gas Engine Furring Equipment

Stblnfd Water Tnaxmunl so ,4l>4 51.404

s s 5,545 s s s s s s s2,705,417
1.547,121

207,509
2,290,426

4s,343

2,424
2,713,053
1,549,545

297,509
2,29D,42G

45,343

Transmission a. Distribution
330.80 Distribution Reservoirs & Standpipe
331 .OU TrannWssian and Distribslibn Mains
332.00 Services
334.00 Meter:
335.00 Hydrants .
336.00 Backilaw Pfevenlian Devices
33908 Cather Plant and Miscellaneous Equipment

Subtotal Transmission 8¢ Distribution S,B9B,BD7 s,s4s 2,424 S,9D5,B77

s 90,771

121 ,240

52,615

s s s s s s s s 90,771

121,249

52,516

Genird HaM
340.00 Oflicz Fusuiiure and Equipmeli
340.10 Computer and Software
341.00 TmnspoNativn Equipment
342.00 Store: Equipment
343.00 Tunis and Work Eqlipmefi
344.00 Labucalcry EquipmerN
345.00 Power Opened Equipment

345.00 Commuicaiiuns Eqdpmed
347.00 Mscelaneous Equipment
349.00 Other Tahyibk Plari

Plan! Helsa for Future Use
Subwial Glnerd Plum

29,569
224,590

29,589
zz4,sun

ram

149,114

558,110

12,987,344 s,s4s 2,424

149,414

668,110

121995,414
Add:

Less!

s s s s s s s sTeal Plant in Service
Lass: Acmlmlhted Depredation
Ne( Plan( in Service (L59 _ L 60) s

12,957,344
1,491,665

11 .495,s7/

s

s

s,s4s

5.545 s

2,424

2,424 s - 3  . _  . ` .  _ s s s

12,998,414
1,497,949

11_498.455

s s s s s s s s
s

s s s s

s 2,859,338

s 2,859,339 s
34,405

s s s

1

5,449,776
683,555

S,756,Z11
3,031,454
1,500,755

9,3D91115
653,555

s,625,559
3,0551859
1,600,755

1
2
3
4
5
6
7
B
9

1 D
11
12
13
14
15
1 s
11
1 B
1 g
20
21
22
ZN
24
25
26
27
CB
29
30
31
32
33
34
35
35
37
as
39
AD
41
42
43
44
45
46
47
pa
i s
50
51
52
53
54
55
as
57
CB
59
SO
61
SO
SO
54
ET
BE
67
SB
71
72

LESS:
Cornrsbunnns in Aid of ConstmrNion (c\Ac)

Less' Acmmnnted Amortization
n=1 cIAo (L25 - Les)

AdvancesIn Nd art Construction (AIAC)
Custamef Deposits
Deferred Rheum:Tax Creels

s s s s s s s s s
B46,927 445,s72 1 ,2B2,799

75
76
77
CB
79
BD

ABS;
unamartlzed Finance Ohafges
Deferred \Ru:mne Tax Debits
Working Cadlal
llierl\iGhaly Lelt Blank
Original CN!! Rate Base s 1 .944_185 s 6.645 s

[Cl

ADJ

z,424

6,2a:s
s _ gs,2aa)_

s (6283) s (2,B59,339) s (34,405) s 445,B72 s s (500,901)
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RATE BASE ADJUSTMENT #1 - RECLASSIFICATION OF MISCELLANEOUS EXPENSE TO PLANT

LINE
n o .

1

Acct.
M L DESCRIPTION
330 Distribution Reservoirs and Standpipes

[A]
COMPANY
PROPOSED

$ 2,706,417

[B]
STAFF

ADJUSTMENTS
$ 6,646

IC]
STAFF

RECOMMENDED
$ 2,713,053

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony

j

I
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RATE BASE ADJUSTMENT #2 - RECLASSIFICATION OF REPAIRS AND MAINTENANCE EXPENSE TO PLANT

LINE
n o .

1

Acct.

331
DESCRIPTION

Transmission and Distn'bution Mains

[A]
COMPANY
PROPOSED
$ 1,547,121

[B]
STAFF

ADJUSTMENTS
$ 2,424

[C]
STAFF

RECOMMENDED
s 1,649,545

References:
Col [A]: Company Schedeule C~1
Col [B]: Col [C] Col [A]
Col [C]: BCA Testimony

r
r
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RATE BASE ADJUSTMENT #3 - ACCUMULATED DEPRECIATION

r

Line
No. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[CI
STAFF

RECOMMENDED

1 Accumulated Depreciation $ 1,491,666 $ 6.283 $ 1,497,949

J

References:
Col [A]: Company Schedeule C-1
Col [B]; Col [C] - Col [A]
Col [C]: BCA Testimony

|

/

2

f
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RATE BASE ADJUSTMENT #4 - CONTR]BUTIONS-IN-AID-OF-CONSTRUCTION

Line
No. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

IC]
STAFF

RECOMMENDED

1 Beginning Balance Contribution in aid of Construction $ 6,449,776 $ 2,859,339 $ 9,309,115

CIAC Adjustment Schedules
Add:
CIAC - Cash in various bank accounts
Expended CIAC included in CWIP

$

$

2,350,596
498,743

2,859,339

References:
Col [A]: Company Schedeule C-1
Co\ [B]: Col [C] - Col [A]
[C] = BCA Testimony

I

I

r

i

i
r

f

J

.

i

n
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RATE BASE ADJUSTMENT #5 - ADVANCES-IN-AID-OF-CONSTRUCTION

[B] [C]

l
r

LINE
n o .

1
DESCRIPTION

Advance in Aid of Construction $

[A]
COMPANY

AS
F1LED

3. 031 ,454

STAFF
ADJUSTMENTS

$ 34,405

STAFF
RECOMMENDED
$ 3,065,859

r
J

J

References
[A]: Assets per the Company's rate application
[B]: Col [C] - Col [A] Assets that were validated during audit.
[Cir BCA Testimony

1

j
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RATE BASE ADJUSTMENT #6 - DEFERRED INCOME TAXES

[Bl [C]

LINE
no . DESCRIPTION

Accumulated Deferred Income tax

[A]
COMPANY

AS
FILED

$ 846,927

STAFF
ADJUSTMENTS
$ 445,872

STAFF
RECOMMENDED
$ 1.292.799

$ 4,668,6141
2
3
4
5

AiAC End of Year (Tax Basis)
AIAC End of Year (Accounting Basis)
Timing Difference
Tax rate
Accumulated Defered Income Tax Debit

4,666,614
34.90%

$1,628,648

$e
7
8
g

10
11

$

2,872,915
3,835,234

962,319
34.90%

Accounting basis at end of year (Note 1)
Tax basis of capital assets at end of year (Note 1)
Timing Difference
Tax rate
Accumulated Defered Income Tax Credit
Net Deferred Income Tax (L5 - L1D)

$ 335,849
$1,292,799

Note 1 - Calculation of Plant Book andTax Basis

Tax Book
Plant in Service (from BCA-3)
CIAC (from BCA-3)
Amory. on CIAC (From BCA-3)
Asset Cost
Acc um. Depr. (from BCA-3)
Net Book Value

$

$

4,933,687
(1,098,453)
3,835,234

$12,996,414
(9,309.115)

6B3,565
$ 4,370,864

(1,497,949)
$ 2,872,915

r

s

References
[A]: Accumulated DIT per the Company's rate application
[B]: Col [C] - Col [A]
[C]: BCA Testimony

r
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OPER A T I N G I N C OM E ST A T EM EN T  -  T EST  YEA R  A N D  ST A F F  R EC OM M EN D ED

I A ] [B] [D] [El

LINE
n o . DESCRIPTION

C O M P A N Y
T EST  YEAR

AS F ILED

S T A F F
T EST  YEAR

A D J U S T M E N T S

[ C l
S T A F F

T E S T  Y E A R
A S

A D J U S T E D

S T A F F
P R O P O S E D
C H A N G E S

S T A F F
R E C O M M E N D E D

1

2

$ 3,171,070 $ $  3 , 171 , 070 $ (159,937) $ 3,011,133
R E V E N U E S :

Metered W a t e r Sales
Water Sales -  Unmetered
Other Operat ing Revenue
Total  Operating Revenues $

208,697
3,379,767 $

(1 ,125)
(1 ,125)

207,572
$  3 , 378 , 642 s (159,937) s

207,572
3,218,705

O P E R A T I N G EXPEN SESI
$ $ $ $

7.455

3
4
5
5
7
8
g

1 0
11
1 2
1 3
1 4

(2,424)
(3,948)

11,687

790,693
77,793

253,894
4,z29

169,792
75,119
66,331
12,289

175,063
214,459

s2,245
el ,213
4o,ooo

187,311
471 ,243

53,002
197,405
171 .332

(19.124)
(210,061 )

1

15
1 6
1 7
18
1 9
2 0
21
2 2
2 3
2 4
2 5
2 7
2 8

1,980
91,525

790,693
77,793

261 ,349
4 , 229

167,368
71 ,171
66,231
23,976

175,063
214,459

52,245
61,213
40, 000

188,187
261 ,182

63,002
199,385
262,857

(3,150)
(50,518)

790,593
77,793

261 ,349
4,229

167,388
71 ,171
66,331
23,975

175,063
214,459

52,245
61 ,213
40,000

168,187
261 , 162

63,002
195,234
202,339

Salar ies  and Wages
Purchased W a t e r
Purchased Power
Chemicals
Repairs  and Maintenance
Off ice Supplies and Expense
Outs ide Serv ices
Water  Tes t ing
Rents
Transportat ion Expenses
Insurance - General Liabil ity
insurance - Health and Life
Reg.  Comm. Exp.- Rate Case
Miscel laneous Expenses
Depreciat ion Expense
Taxes Other than income
Property  Taxes
Income Taxes
intent ionally Left  blank(Rounding)
T o t a l Operat ing  Expenses
O p e r a t i n g Income (Loss) $

3,083,413
296,354 $

(122,910)
121,785 s

2,950,503
418,139 $

(53,668)
(95,259) $

2,896,834
321,871

r

References:
Column (A):  Company Schedule c -1
Column (B):  Schedule BCA-11
Column (C):  Column (A) + Column (B)
Column (D):  Schedules  BCA-1 and BCA-2
Column (E):  Column (C) + Column (D)

I
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H20, Inc.
Docket No.W-02234A-D7-0557
TestYear December 31, zoos

Surrebuttal Schedule BCA-12
Page 1 of 1

OPERATING INCOME ADJUSTMENT #1 . REMOVAL OF SALES TAX FROM OTHER WATER REVENUES

LINE
NO.

Acct.
No. DESCRIPTION

[A]
COMPANY
PROPOSED

[Bl
STAFF

ADJUSTMENTS

[CI
STAFF

RECOMMENDED

1 Other Water Revenue $ 208,697 $ (1,125) $ 207,572

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony

Remove sales tax from other water revenues to treat it as
a pass-through Hem.

1
I

i

l



H20, Inc.
Docket No. W~02234A-07-0_57
Test Year December 31, 2006

Surrebuttal Schedule BCA-13
Page 1 of 1

OPERATING INCOME ADJUSTMENT #2 - RECLASSIFICATION OF MISC. EXPENSES TO PLANT ACCOUNT

I/ LINE
n o .

Acct,
No. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 675 Miscellaneous Expense $ 174,833 $ (6,646) $ 168,187

References:
Col [A]: Company Schedeuie C-1
Col [B]: Col [C] - Col [A]
Col [C]: Testimony BCA

I

Reclassify $6,648 from miscellaneous expenses to
Distribution Reservoirs and Standpipes

r

J



HZO, \no.
Docket ND. w-02z34A-07-0557
Test Year December31 _ zoos

Surrebulial Schedule BCA»14
Page 1 of 1

J O PERAT I NG  I NCO ME ADJUST MENT  #3 .  RECL ASSI F I CAT i O N O F  REPAI RS AND MAI NT ENANCE EXPENSE T O  PL ANT  ACCO UNT

| !

Line
N o .

A c c t
# DE S CRIP T IO N

[A]
C O M P A N Y
P R O P O S E D

[B]
S T A F F

A D J u s 1 1 v lE n T s

[ C ]
S T A F F

R E C O M M E N D E D

1 620 Repairs  and  Maintenance Expense $ 159,792 $ (2,424) s 167 , 358 $  ( 2 , 424 )

References :
Col [A] :  Company Schedeule C~1
Col [B] :  Col [C]  -  Col [A]
Col [C]1 BCA Test imony



H20, Inc.
Docket No. W-02234A~D7-0557
Test Year December 31, 2006

Surrebuttal Schedule BCA-15
Page 1 of  1

O PERAT I NG  i NCO ME ADJUST MENT  #4 .  RECL ASSI F I CAT I O N O F  MI SC.  EXPENSE T O  PURCHASED PO WER EXPENSE

r

r
I

I

LINE
no.

A m
NQ. DE S CRIP T IO N

IA ]
C O M P A N Y
P R O P O S E D

IB ]
S T A F F

A D J U S T M E N T S

[ C]
S T A F F

R E C O M M E N D E D

1
2

Miscellaneous Expense
Purchased  Power

s
$

187,311
253, 894

$ (7,455)
7 , 4s s

$
s

179_B56
251 ,349

3 Total $ 441, 205 $ 441 , 205

References:
Col [A] :  Company Schedeu\e C-1
001 [B]:  Col [C] .  Col [A]
Col [C] :  BCA Test imony

The Company erroneously posted  purchased  power expense to
miscellaneous expense.

2
I

r



Hzo, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

Surrebutial Schedule BCA-15
Page 1 of 1

OPERATING INCOME ADJUSTMENT #5 - REMOVAL OF LATE TAX FILING PENALTY FROM MISC. EXPENSE

LINE
NO.

Acct.
DESCRIPTION

[A]
COMPANY
PROPOSED

IB]
STAFF

ADJUSTMENTS

1 Miscellaneous Expense $ 179,855 $ (5,023)

[C]
STAFF

RECOMMENDED

as 174,833

References:
Col [A]: Company Sd1edeu\e C-1
Col [B]: Col ac] - Col [A]
Col [C]: BCA Testimony

Remove late tax filing penalty from
miscellaneous expense.

r



H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

Surrebuttal Schedule BCA~17
Page 1 of  1

OPERATING INCOM E ADJUSTM ENT #6 _ REM OVAL OF UNNECESSARY EXPENSE

LINE
n o . DESCRl PT\ ON

[A ]
C O M P A N Y
P R O P O S E D

[B]
S T A F F

A D JU S T M E N T S

[C]
S T A F F

R E C O M M E N D E D

1 Off ice Suppl ies Expense $ 75,119 $ (3,948) $ 71,171

References:
Col [A]:  Company Schedeule C~1
Col  [B] :  Col  [C]  Col  [A]
Col  [C] :  BCA Test imony

J

I
I

j

I



H20, Inc.
Docket No. W-02234A-D7-0557
Test Year December 31, 2006

Surrebuttal Schedule BCA-18
Page Hof 1

OPERATING INCOME ADJUSTMENT #7 . DEPRECIATION EXPENSE

I

J

Line
No.

ACCT
n o .

Plant In
301

DESCRIPTION

[Al

AMOUNT

[Bl
PROJECTED

RATE

[C]
DEPRECIATION

EXPENSE

$
131,452

7,954
538,179 17,921

255,B5B 8,520

4,437,582
51 ,404

2,713,063
1 ,5»9,545

207,500
2,290,426

45,343

554,698
1,712

60,230
32,991

6,910
190,792

907

90,771
121,240

6,054
24,248

52,616 2,631

302
303
304
305
306
307
30B
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

29,569
224,500

1 .478
22,450

Service
Organization
Franchises
Land and Land Rights
Structures & Improvements
Collecting & impounding Reservoirs
Lakes, Rivers, Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipes
Transmission s. Distribution Mains
Services
Meters & Meter installation
Hydrants
Backflow Prevention Devices
Other Plant & Misc. Equipment
Office Furniture & Equipment
Transportation Equipment
Stores Equipment
Tools, Ship & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant 149,414

0 .00%  $
0 .00%  $
0 .00%  $
3 .33%  $
2 . 5 0 %  5
2 .50%  $
3 .33%  $
5 . 6 7 %  $
2 .00%  $
5 .00%  $

12.50% $
3 .33%  $
2 . 2 2 %  $
2 .00%  $
3 .33%  $
8 .33%  $
2 .00%  $
6 .67%  $
6 .57%  $
6 5 7 %  $

20.00% $
4 .00%  $
5 .00%  $

10 .00% $
5 .00%  $

10.00% $
10.00% $
10 .00% $ 14.941

$ 12,996,414
139,406

12,857,008

$ 946,484Subtotal General
Less: Non- depreciable Account(s) (LE + LE)
Depreciable Plant (L29-L30) $

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37

$ 9,309,115
7.35%

Contributions-in-Aid-of-Construction (CIAC)
Composite Depreciation/Amortization Rate

Less: Amortization of CIAC (L34 x L35)
DepreciationExpense - STAFF [CoL (C), L30 . L36]

$
$

685,302
261,182

UNE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[Bl
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

38 Depreciation Expense $ 471,243 $ (210,061) $ 261,182

r

I
1
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H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

Surrebuttal Schedule BCA-19
Page 1 of 1

OPERATING INCOME ADJUSTMENT #8 - WATER TESTING

UNE
NO, DESCRIPTION

IA]
COMPANY
PROPOSED

[8]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Water Testing Expense $ 12,2B9 s 11,687 $ 23,976

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony

I

t
I

j



STAFF
RECOMMENDED

LINE
NO. DESCRIPTION

STAFF
AS ADJUSTED

H20,\nc.
Docket No.W-02234A-07-0557
Test Year December 31, 2006

Surrebuttal Schedule BCA-20
Page 1 of 1

l

1 OPERATING INCOME ADJUSTMENT #9 b PROPERTY TAX EXPENSE
i
W

tAl [B]

I

| $ $

$

$

$
$
$

s $

$

3,378,642
2

6,757,284
3,378,642

10,135,926
3

3,378,642
2

6,757,284 $

3,378,542
2
5,757,284
3,218,705
9,975,989
3
3,325,330
2
6,650,659

$ $

$ 83

9.321
6,641 ,338

23.00%
1,527,508
12.8457%

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18

19
20
21

$

9,321
6,747,963

23.00%
1,552,031
12.8467%
199,385
197,405

1,980

Staff Adjusted Test Year Revenues - 2006
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 +'Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15) $

'Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax - Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase (Decrease) in Property Tax Due to Increase in Revenue Requirement

$
$
$

196,234
199,385

(3,150)

22
23
24

Increase (Decrease) in Property Tax Due to Increase in Revenue RequireMent (Line 21)
Increase (Decrease) in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$
$

(3,150)
(159,937)
1.96983%

REFERENCES;
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1 Page 2
Line 21: Line 19 - Line 20
Line 23: Schedule BCA-1

r

r
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HZO, one.
Docket No. W-02234A-07-D-57
Test Year December 31, 2006

Surrebuttal Schedule BCA-21
Page 1 of 1

OPERATING INCOME ADJUSTMENT #10- INCOME TAXES
[A]

COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[Cl
STAFF

RECOMMENDEDLINE
n o. DESCRIPTION

$ 171,332 $ 91,525 $
1 Income Tax Expense

262,857

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]; Schedule BCA-2, Line 52



Present
Rates 1

Company

Pro sea

staff
Recommended

1 ,too
s 15.00

18 DO
37 of
75.00

120.00
N/T
N/T
nor

18.00
37.00
75 .00

120.00
12a.00

N/T

s 11 .70
17.55
29.25
58.50
93.50

1 B7 to
292.50
5B5.D0

17.55
29.25
sa.so
93.60
9350

187.20

s 1040
15.60
25.90
51 .so
83.00

15510
zs9.sa
519.00

15.60
25.90
51 ,90
83.00

Present Com no Proposed Staff Recommended

1st Tier 2nd Tar 151 Tier 2nd Tier 3rd Tier 151Tar 2nd Tier 3rd Tier

1.TB 2.11s 120s 160s 2.05 143 2.15s z.5as
2o_ooo
20.000
2o,ono
20,000
2o,oao

nor
M
N/T

2o,ooo
20,000
20,000
20,000
20,000

N/T

lnhnhe
ln§nle
Intinie
lnhllKe
inf»ni\e

nor
Nil'
Nil'

lemke
Infnnile
Infinle
lnfinKe
InfinIte

nor

4,ooo
4,0oo

4090

10,000
10,099
zs,0oo
50,000
to,ooo

1s0.000
250,000
500.000
10,000
25,000
50,0410
B0,0D0

lnEnKe
lrMnile
mfmue
lnEnRe
lnflnle
Infsnle
Infinite
Infmie
k1Eni\e
rnfmhe
\nlinite
Infxnie
lnfinhe
In§nhe

3,ooa
s,ooo

s,ooo

10,000
10,000
25,000
50,000
00,000

150,000
250,000
500,000
10,000
25,000
s0,000
a0,000

kltini\e
Infinite
lnnrMe
intinle
ErMinie
Intinle
Infinite
Innnhe
\nfinl\e
Infinite
IrMnite
Infmie
In6nHe
lnfinKe

| ICompany Pro sea Staff Recommended
Teal Service Line Total Service Line Teal

25500
320.00
360.00
545.00
915.00

nor
nor

1 ,150.00
nor
NIT

1,B85.00
N/T
mfr

3,780000
N/T
NIT
N/T

3B5.00
385.00
435.00
470.00

N/T
eso.o0
630.00

805.00
845.00

1 ,17000
1 ,230.00

1,730.00
1_77UDD

AL Cost

13500
215.00
255.00
46500

N/T
955.00

1 ,e9ono

1 ,470.00
2,265.00

2,350.00
3,245.00

4,545.00
6,280.00

Al Cost

520.00
500.00
e9o.oo
835.00

N/T
1 ,595.00
2,320.00

2,275.00
3v110.00

3,520.00
4,475.90

6275.00
s,oso.oo

Al Cost

415.00
415.00
465.00
520.00

N/T
800.00
800.00

1 ,015G0
1,135.00

1 ,430.00
1 £10.00

2,150.00
2270.00
AL Cost

10500
205.00
255.00
475.00

nor
99500

1 ,840.00

1,520000
2,495.00

2,570.00
3,545.00

4,925.00
e.s20.00
Al Cost

520 .00
e20 .00
730 .00
995 .00

n o r
1 ,795.00
2 ,640 .00

2,635.00
3,630.00

4 ,000 .00
5 , 1 5 5 u o

7,075,00
9,090.00
ALCost

P s e
Company
Proposed

Skat!
Recommended

15.00
25.00
15.00

N/A
25.00

(1)
(2)
(3)
(4)
(4)

1500
1 2 1

10.09
nor
Ni l '
NIT

N/T
N/'I'

15.00
2500
1500
1500
25.00

(1)
(2)
(3)
(4)
(4)

zs.oo
150%
10.00
150%

(5)
(5)

1

CDS!
Referio avow

cho es

15.00
25.00
15.00
15.00
zs.oa

(1)
(2)
(3)
(4)
(4)

25.00
150%
10.00
1.50%

(5)
(5)

Cnsl
Cost

Present
R tea

Company
Proposed

Slain
Recommended

B75.00
1 ,050.00
1 ,750.00
3,500.00
5,608.00

10,500017
17,500.00
35,000,00

87500
1 ,050.00
1 ,750.00
3,50000
5,600.00

10,500.00
17,500.00
35,000.00

Surrebuttal Schedule BCA-22H2D, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

RATE DESIGN
Monthly Usage Charge
Residential, Commercial
lITigation and Construction
Gallons in the minimum
5»*8" x3J4°° Meter
aw Meter
1" Meter
1.5°~ Meier
2" Meter
3" Meter
4" Meter
6" Meter
nrnganiunalr
IThlliiIn1'
nmgnunn 1.5-
lrrhdcn2'
CUI\§l\l\1ll!lll2'
Coudludion 31

Commodity Charges
No Gallons included in any Minimum
Excess of Minimum - per 1 ,000 Gallons
SIB" x a14' Meier
3/4" Meter
1' Meter
1.5" M8(€f
2' Meier
3' Meter
4" Meter
6" Meter
urununn a14'
w on 1'
W anna 15'
krhntlun z'
canamaiun 2'
cmuualana-

Service Line and Meter Installation Charges

5/8" x314' Meter
3/4" Meter
1' Meter
1.5" Meier
2" Meter
Z' Turtzine Meter
2' Compound Meter
3' Meter
3' Turbine Meter
3' Compound Meter
4' Meier
4" Turbine Meter
4" Compound Meter
6" Meier
6" Turbine Meter
6" Compound Meter
a" Meier and Larger

Service Charges
Establishment
Esteblshment (After Hours)
Reconnection (Delinquent)
Reermnectian (Delirrquent)- After Hours
Meter Test (H Conest)
Deposit - Residential Note 1
Depustt - Non . Residernial Note 2
Deposit Interest - Note 3
Re~Establ'shment (Wlthh 12 momhs)- Note 4
Re-Establishment (After Hours)- Note 4
NSF Check
Deferred Payment, per Month
Meter Re-Read (If Connect)
Late Charge per Month
Company Locks Damaged by Customer- Note s
Mains Damaged by Customer- note 5

Charge at Movilg Customer Meters .
Per Customer Request
Alter hours service charge

Note 1
note 2
Note 3
Note 4
Note 5

Per Commission Rules (R14-z-403.B) Two times the average bill.
Per Commission Rules (R14-2-4033) Two and one-half times the average MI
Per Commission Rules (R14-2»403.B)
Months off system times the minimum (R14-2-403.D)
Per Commission Rules (R14-2»4DII.B)

CAP Surcharge
Currenllythere Is no authorized CAP surcharge. The Company proposes Me following CAP surcharge in
addition to all other commodity charges and will be adjusted annually to recover the acquisition and
purchased water costs of the Company associated with the right to receive 147 acre feet of
Central Arhona Project water each year for delivery lo customers. The surcharge will include a 10 year
amortization of the aoquSltion cost plus the projected annual flea costs al the contract: and the delivery
costs. Surcharge wit be computed annually based on gallons sold and trued-up at the end of each year with
any over and under recovery of actual costs during the year included in the next years surcharge computation.
Staff recommends denial of the CAP surcharge

Off$i!e Capacity Reservation Charge (Hook-up Fee)

5/B" x3/4' Meier
3/4' Meter
1' Meter
kw Meter
2" Meter
3* Meier
4" Meter
6' Meter

NT No Tarifl
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ATTACHMENT A

1' COMMISSIONERS
KRISTIN K. MAYES - Chairman

GARY PIERCE
PAUL NEWMAN

SANDRA D. KENNEDY
BOB STUMP

586898
ARIZONA CORPORATION COMMISSION

.144 we 2009
January 27, 2009 - f"

4 Mo

Richard L. Sallquist, Esq.
Sallquist, Drummond & O' Connor, P.C.
4500 South Lakeshore Drive, Suite 339
Tempe, Arizona 85282

Sent via US. Mfiz

Q.; a

a'ick@,s'd-law. com

Re: Staffs Seventh Set of Data Requests to HZO, Inc.
Docket No. W-02234A-07-0557

Dear Mr. Sallquist:

Please treat this as Staffs Seventh Set of Data Requests to 1-120, Inc. in the above matter.

For purposes of dies data request set, the words "Colnpany," "you," and "your" refer to HZO,
Inc. and any representative, including every person and/or entity acting with, under the control o12 or
on behalf of H20, Inc. For each answer, please identify by name, title, and address each person
providing information that forms the basis for the response provided.

These data requests are continuing, and your answers or any documents supplied in response
to these-data requests should be supplemented with any additional information or documents that
come to your attention after you have provided your initial responses.

Please respond within ten calendar days of your receipt of the copy of this letter. However,
if you require additional time, please let us know.

Please provide one hard copy as well as searchable PDF, DOC or EXCEL/iles (via email
or electronic media) of the requested data directly to each of the following addressees via
overnight delivery services to: .

I

(1) Brendan Aladi,  Utilit ies Division,  Arizona Corporation Commission,  1200 West
Washington Street, Phoenix, Arizona 85007.

(2) Char les  H.  Ha ins ,  At tor ney,  Ar izona  Cor por a t ion Commiss ion,
Washington Street, Phoenix, Arizona 85007;

1200  Wes t

Sincerely,

4 /.4 -

Charles H. Hairs
Attorney, Legal Division
(602) 542-3402

CHH:sab
Enclosure
cc: Brendan C. Aladi

1200 WEST WASHINGTON STREET, PHOENIX, ARIZONA 85007-2927 I 400 WEST CONGRESS STREET, TUCSON, ARlZONA B5701-1347

www.cc.state.az. US

I

w
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ARIZONA CORPORATION COMMISSION
STAFF'S SEVENTH SET OF DATAREQUESTS TO

H20, INC.
DOCKET NO. W-02234A-07-0557

JANUARY 27, 2009

Subject: All information responses should ONLY be provided in searchable PDF, DOC or
EXCEL files via email or electronic media.

BCA 7.1 Please provide a copy of H20 current contract with the Central Arizona Project (CAP)
for the water allocation, and explain why the Company needs CAP water.

BCA 7.2 Please provide an analysis of the current ratio of CAP
supply H20 customers for the test year.

versus groundwater used to

BCA 7.3 Please provide a narrative (and schedule if necessary) explaining how many acre feet
of CAP water H20 purchased and sold during the test year and provide a copy of
supporting documentation.

BCA 7.4 Please provide a narrative explaining how the Company proposes to breakout CAP
water costs. Fixed or/and Variable cost?

BCA 7.5 Please provide a narrative explaining specifically if CAP water costs are included in
cost of service in the current rate case.

BCA 7.9 Please, explain if H20 anticipates replacing or supplementing the current source with
CAP water.

BCA 7.7 Please explain and quantify what costs, if any, will be avoided by using CAP water.

BCA 7.8 Please explain what period (January through December) the Company will use for
the up.

BCA 7.9 Please explain the process used to determine the amortization period and why is ten
years the appropriate amortization period.

BCA 7.10 Please explain how the Company proposes to breakout the surcharge, between the
monthly minimum charge and the commodity charge.

2
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EXHIBIT
I

H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

Aumruw

SURREBUTTAL TESTIMONY OF BRENDAN c. ALADI

TABLE OF CONTENTS TO SCHEDULES

SCH # TITLE

BCA-1
BCA-2
BCA-3
BCA-4
BCA-5
BCA-6
BCA-7
BCA-8
BCA-9
BCA-9. 1
BCA-10
BcA-11
BCA-12
BCA-13
BCA-14
BCA-15
BCA-16
BCA-17
BCA-18
BCA-1 g
BCA-20
BCA-21
BCA-22
BCA-23

REVENUE REQUIREMENT
GROSS REVEINUE CONVERSION FACTOR
RATE BASE . ORIGINAL COST
SUMMARY OF RATE BASE ADJUSTMENTS
RATE BASE ADJUSTMENT #1 _ RECLASSIFICATION OF MISCELLANEOUS EXPENSE TO PLANT
RATE BASE ADJUSTMENT #2 - RECLASSIFICATION OF REPAIRS AND MAINTENANCE EXPENSE TO PLANT
RATE BASE ADJUSTMENT #3 - ACCUMULATED DEPRECIATION
RATE BASE ADJUSTMENT #4 . CONTRIBUTIONS-IN-AID-OF-CONSTRUCTION
RATE BASE ADJUSTMENT #5 . ADVANCES-IN-AID-OF-CONSTRUCTION
RATE BASE ADJUSTMENT #6 - DEFERRED INCOME TAXES
OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED
SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
OPERATING INCOME ADJUSTMENT #1 - REMOVAL OF SALES TAX FROM OTHER WATER REVENUES
OPERATING INCOME ADJUSTMENT #2 - RECLASSIFICATION OF MISC. EXPENSES TO PLANT ACCOUNT
OPERATING INCOME ADJUSTMENT #3 . RECLASSIFICATION OF REPAIRS AND MAINTENANCE EXPENSE TO PLANT ACCOUNT
OPERATING INCOME ADJUSTMENT #4 . RECLASSIFICATION OF MISC. EXPENSE TO PURCHASED POWER EXPENSE
OPERATING INCOME ADJUSTMENT #5 _ REMOVAL OF LATE TAX FILING PENALTY FROM MISC. EXPENSE
OPERATING INCOME ADJUSTMENT #6 - REMOVAL OF UNNECESSARY EXPENSE
OPERATING INCOME ADJUSTMENT #7 - DEPRECIATION EXPENSE
OPERATING INCOME ADJUSTMENT #8 . WATER TESTING
OPERATING INCOME ADJUSTMENT #9 - PROPERTY TAX EXPENSE
OPERATING INCOME ADJUSTMENT #10- INCOME TAXES
RATE DESIGN
TYPICAL BILL ANALYSIS



s (159,937)

REVENUE REQUIREMENT

H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31 , 2006

LINE
no.

1 Adjusted Rate Base - Fair Value equals Original Cost

DESCRIPTION

$ 1,944,185

(A)
COMPANY
ORIGINAL

COST

$

(B)
COMPANY

FAIR
VALUE

1,944,185 $

(C)
STAFF

ORIGINAL
COST

Surrebutta! Soheduie BCA-1
Page 1 of 1

$

(D)
STAFF
FAIR

VALUE

2 Adjusted Operating Income (Loss) $ 296,354 $ 296,354 $ 418,139 5 418,139

3 Current Rate of Return (L2 /LI) 15.24% 15.24% NMF NMF

4 Required Rate of Return 10.28% 10.28% NMF NMF

5 Required Operating Income: Col. A & B (L1 ' L4), Col. C & D 10% Operating Margin $ 199,823 s 199,823 s 321,871 $ 321 ,871

6 Operating Income Deficiency/(Excess) (L5 - LE) s (96,531) s (96,531) s (95,289) $ (95,269)

7 Gross Revenue Conversion Factor 1 .6043 1 .6043 1.6614 1,6614

8 Required Revenue Increase/(Decrease) (L7 * LS) $ (154,861) s (154,861) Is (159,937)l

9 Adjusted Test Year Revenue s 3,379,767 s 3,379,767 s 3,378,642 $ 3,378,642

10 Proposed Annual Revenue (LB + LE) s 3,224,906 $ 3,224,906 s 3,218,705 $ 3,218,705

11 Required Increase/(Decrease) in Revenue (%) -4.58% -4.58% -4.73% _4.73%

12 Rate of Return on Equity (%) 10.75% 10.75% NMF NMF

References:
Columns [A] and [B]: Company Schedules A-1, A-2, & D~1
Columns [C] and [D]: STAFF Schedules BCA-2, BCA-3 and BCA-11

NMF - Not Meaningful



Stow Reconwnended

s
s
s

s 3,218,705
s 2,694,495
s

s
s
s

$
69680 /o

s
6.9680 /» I

524,210 $
89650 / , 1

s
s
s
s
s
s
s

3 5 5 2 7
487,683

7,500
6,250
e,5oo

91,650

51,912 $
$
s
$
s
s
s
s

s
s
s
s
s
s
s
s
s s 202,339

Test Year

s
$
$

3,378,642
2,597,646

s
s
s

s
s
s

$
6.9680%

680,996 s
6 9 6 8 0 A I

$
a a s s o v I

47,452
633,545

7,5o0
6,250
8,500

91,650
101,505

$
$
$
$
$
$
s

$
s
s
s
s
s
s
$

$
s
$
s
$
s
s
$
s s 262,857 $

Hzo, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, zoos

GROSS REVENUE CONVERSION FACTOR

LINE
N O

18
19
20
21
22
23

27
28
29

24 Required operating Income (Schedule BCA-1, Line 5)
25 AdiustedTes1 Year Operating income (Loss) (Schedule BCA-11, Line 28)
26 Required Increase in Operating income (L24 - L25)

35
36
37
38

30
31
32
33
34

7
B
g
10
11

12
13
14
15
16
17

39
40
41
42
43
44
45
46
47
4B
49
50
51
52

53 Applicable Federal Income Tax Rate [Col [EL L51 _ Col. [BL L51]/ [CoL [El L45 . Col, Ill» L45]
55
56

1
2
3
4
5
6

Calculat ion of Gross Revenue Conversion Factor
Revenue
Uncolledble Factor (Line 11)
Revenues (1.1 - L2)
Combined Federal and State Income Tax and ProgeNy Tax Rate (Line 23)
Subtotal (Ls . LE)
Revenue Conversion Factor (LI I LE)

Calculation of Efleclive Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable \income (L12 . L13)
Applicable Federal income Tax Rate (Line 55)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and Stale Income Tax Rate (L13 +L16)

Calculation of Effective Prooertv Tex Factor
Unity
Combined Federal and State Income Tax Rate (L17)
One Mlnus Combined Income Tax Rate (L18-L19)
Property Tax Factor (BCA-16, L21)
Effect ive Property Tax Fodor (L20'L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22)

Calculation of Uncollecttible F ac t o r
Unity
Combined Federal and State Tax Rate (Line 23)
One Minus Combined Income Tax Rate (L7 - LB )
Uncollectible Rate
Uncollectible Faclor (LE ' L10 )

Income Taxes on Recommended Revenue (Col. [E], L52)
Income Taxes on Test YearRevenue(Col. [B], L52)
Required Increase In Revenue to Provide for Income Taxes (L27 v L2B)

Property Tax with Recommendens Revenue (BCA~20, Col B, L16)
Property Tax an Tesl Year Revenue (BCA-1 s, Co\ A, L15)
Increase in Property Tax Due to Increase in Revenue (L35~L36)
Total Required Increase in Revenue (L26 + L29 +134 + L37)

Recommended Revenue Requlremem (Schedule BcA.1. Line 10)
Uncollectible Rate (Line 10)
Uncolllecible Expense on Recommended Revenue (L30'L31)
Adjusted Tesl Year Llncollectible Expense
Required Increase in Revenue to Provide for Uncollectible Exp. (L32~L33)

Calculation of Income Tax:
Revenue (Schedule BCA-10, Col. [C), Line 4 L Sch BCA-1, Col [D] Line 10)
operating Expenses Excluding Income Taxes
Sn/nchronlzed merest (L56)
Arizona Taxable Income (L39 . L40- L41)
Arizona State Income Tax Rate
Arizona Income Tax (L42 x L43)
Federal Taxable Income (L42 - L44)
Federal Tax on l9rst Income Bracket ($1 _ $50,000) Q 15%
Federal Tax on Second Income Bracket 1s51,001 - 575,000) Q25%
Federal Tax on Third Income Bracket ($75,D01 - $100,D00) Q 34%
Federal Tax on Fourth Income Bracket ($10D_00t . $335,000) Q 39%
Federal Tax on Fmh Income Bracket ($35,001 -$1D,D00,00D) Q 34%
Total Federal Income Tax
Combined Federal and State Income Tax (L44 + L51)

DESCRIPTION

s

s

$
s

s

s

(A)

1000000%
6.96B0%

93.0320%
34.0000%
31.6309%

100.0000°/o
38.5989%
61 .4011 %

0.0000%
0 0 0 0 0 %

100.D000%
38.59B9%
61 .4011%

19698%

100.0000%
0.000D%

100.0000%
39.8084%
60. 1 916%
1.651361

3,218,705
0.0000%

202,339
262,857

321,871
418,139

196,234
199,385

$

s

Water

(B)

38 .5989°/,

(3,150)
(159,937)

1 .2095°/»

(96,269)

(60,518)

39.8084%

(C) (D)

34D000%

[E]

Survebuttal Schedule BCA-2
Page 1 of 1

S

[F]

57
58
59

Calculation of lnterest Svnch/onizalionr NodAL>olicable In This Docket
Rate Base (Schedule BCA~3, Col. (C), Line 17
Weighted Average Cost of Debt
Synchronized Interest (L45 x L46) NMF



H20, Inc.
Docket No, W-02234A-07-0-57
Test Year December 31, 2006

RATE BASE D ORIGINAL COST

LINE
n o .

10

12

11

13

17

1

2

3

4
5
6

LESS:

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

Advances in Aid of Construction (AIAC)

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

ADD:

Customer Deposits

Deferred Income Tax Credits

Working Capital

Unamortized Finance Charges

Deferred Income Tax Debits

Intentionally Left Blank

Original Cost Rate Base

$ 12,987,344
1,491 ,666

$ 11,495,678

(A)
COMPANY

AS
FILED

6,449,776
683,565

5,766,211

3,031 ,454

1 ,600,755

1,944,185

846,927

¢

-

i

STAFF
ADJUSTMENTS

2,859,339

2,859,339

(B)

5829 3

34,405

9,070
6,283
2,787

31

-

Q

-

-

Surrebuttal Schedule BCA-3
Page 1 of 1

(C)
STAFF

AS
ADJUSTED

12,996,414
1,497,949

11 ,498,465

9,309,115
683,565

8,625,550

3,065,859

1 ,600,755

lg.42948

Q

D

Q

8

7

g

References:
Column [A], Company Schedule B-1
Column [B]: Column [C] - Column [A]
Column [C]: Schedule BCA-4 Column [H].



AD
1
2
3
4
s
B

References,
Schedule BCA»5
Schedule BCA-5
Schedule BCA-7
Schedule BCA~B
Schedule BCA-9
Schedule BCA-9.1

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

H20, Inc.
Docket No. W-02234A-D7-055?
Test Year December 31, 2008

LINE

1
z
3
4
5
6
7
8
g

10
11
12
13
14
1 s
16
17
18
19
2D
21
22
2 3
24
2 5
2 5
27
28
ZN
30
31
32
3 3
34
3 5
38
37
so
39
40
41
42
43
44
45
45
47
i s
49
50
51
52
5 3
54
a s
Se
57
58
59
s o
B1
s o
6 3
$4
e s
56
67
SB
71
72

75
75
77
78
79
80

PLANT IN SERVICE:
Intangible Plant

301.00 Organization
302.00 Franchises
303.00 Land & Land Rights

Subtotal Intangible

Add;

Total Plant in Service
Less: Accumulated Depreciation
NM Plant in Service (L59 . L SD)

LESS;
Contributions in Aid at Consmunicn (CIAC)

Less: Accumulated Amortization
Net cIAo (L25 . L26)

Advances in Aid of Construction (AIAC)
Customer Deposits
Deferred Income Tax Credits

ADD:
Unamortlzed Finance Charges
Deferred Income Tax Debits
Working Capital
intentionally Left Blank
Original Cost Rate Base

Less :

ACCT.
no.

330.00
331 .Of
332.00
334.00
33500
336.00
339.00

32000
321 .of
323.00
325.00
326.00
328.10

340.00
3 4 0 1 0
341 .DO
342.00
3 4 3 0 0
344.00
345.00
345.00
3 4 7 0 0
3 4 9 0 0

304.00
305.00
305.00
307.00
308.00
309.00
310.00
311 .00
312.00
313.00

Transmission & Distribution
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backiiow Prevention Devices
Other Plant and Miscellaneous Equipment
Subtotal Transmission 8» Distribution

Source of Supply
Structures & Improvements
Collecting and Impounding Res.
Lake River and Other Intakes

Wells and Springs
InNlkralion Galleries and Tunnels

Supply Mains
Power Generating Equipment
Electric Pumping Equipment
Collecting & Impounding Reservoirs
Lakes, Rivers, Other Makes
Subtotal Source of Supply

General Plant
Office Furniture and Equipment
Computer and Software
Transportation Equipment
Stores EquipmerN
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plarrt
Plant Held for Future Use
Subtotal General Plant

Water Treatment
Water Treatment Equipment
Structures & Improvements
Other Power Production
Electric Pumping Equipment
Diesel Pumping Equipment
Gas Engine Pumping Equipment
Subtotal Water Treatment

TO[al

DESCRIPTION

[A]
COMPANY
AS FILED

Revised Schedule
B-2

s

s

s

s

s

s

s

s

s

s

s

s

12,987,344

12,987,344
1 ,491 ,ass

11..,495,.s7.a

5,895,807

2,706,417
1,647,121

207,500
2,290,426

45,343

5,231,517

8,449,776
883,565

5,7B5,211
3,031 ,454
1,500,755

4,437,552

1,944,185

688,110

29,569
224,500

131.452
7,954

139,406

121,240

255,856

538,179

845,927

149,414

90,771

51,404

52,e16

51 ,404

s

s

s

s

s

s

s

s

s

s

s

s

ADJ #1

[Bl

s,s46

e,e4s

s,s4e

s,64e

ss4s

5,545

s

F

s

s

s

s

s

s

s

s

s

s

ADJ #2

[Cl

2,424

2,424

2,424

z,424

2,424

2 424

s

s

s

s

s

s

s

s

s

s

s

s

ADJ #3

[D]

e,2a:4
(6283)

(6,253) s (2*ase,s3s)_

s

s

s

s 2,a59.339

s

s 2,859,339

s

s

s

s

s

ADJ #4

[El

. ; 94.4951

s

s

s

s

s
34,405

s

s

s

s

s

ADJ #5

IF]

s

s

s

s

s

s

s

s

s

s

s

s

ADJ #5

58-89315:1

tG1

s

s

s

s

s

s

s

s

s

s

s

s

ADJ #7

[H]

Surrsbuktnl Schedule BCA-4
Page 1 of 1

s

s

s

s

s

s

s

s

s

s

s

[H]
STAFF

ADJUSTED

12,995,414
1,497,949

11,498,465

12,995,414

2,713,053
1,649,545

207,500
2,290,426

45,343

9,309,115
683,565

8,825,550
3,055,859
1 ,G00,755

6,905,877

4,437,582

5,231,517

56B,110

29,569
224,500

121,240

255,858

149,414

538,179

131,452
7,954

135,405

52,615

51,404

90v771

51,404



H20, Inc.

Docket No. W-02234A-07-0557

Test Year December 31, 2006

Surrebuttal Schedule BCA-5

Page 1 of 1

RATE BASE ADJUSTMENT #1 - RECLASSIFICATION OF MISCELLANEOUS EXPENSE TO PLANT

LINE
n o .

1

Acct.
DESCRIPTION

330 Distribution Reservoirs and Standpipes

[A]
COMPANY
PROPOSED

$ 2,706,417

[B]
STAFF

ADJUSTMENTS
$ 6,646

[C]
STAFF

RECOMMENDED
$ 2,713,063

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony



HZO, Inc.
Docket No. W-02234A-07-0_57
Test Year December 31 , 2006

Surrebuttal Schedule BCA-6
Page 1 of 1

RATE BASE ADJUSTMENT #2 - RECLASSIFICATION OF REPAIRS AND MAINTENANCE EXPENSE TO PLANT

LINE
n o .

1

Acct.
M
331

DESCRIPTION
Transmission and Distribution Mains

[A]
COMPANY
PROPOSED
$ 1,647,121

[B]
STAFF

ADJUSTMENTS
$ 2,424

[C]
STAFF

RECOMMENDED
$ 1 ,649,545

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony



HZO, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

Surrebuttal Schedule BCA-7
Page 1 of  1

RATE BASE ADJUSTMENT #3 .. ACCUMULATED DEPRECIATION

Line
No. DESCRIPTION

[K
COMPANY
PROPOSED

[3]
STAFF

ADJUSTMENTS

1 Accumulated Depreciation $ 1,491,666 $ 6.283

[C]
STAFF

RECOMMENDED

$ 1,497,949

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony



H20, Inc.
Docket No. W-02234A~07-0557
Test Year December 31, 2006

Surrebuttal Schedule BCA-8
Page 1 of 1

RATE BASE ADJUSTMENT #4 .. CONTRIBUTIONS-IN-AID-OF-CONSTRUCTION

Line
No. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

t Beginning Balance Contribution in aid of Construction $ 6,449,776 $ 2,859,339 $ 9;309,115

CIAC Adjustment Schedules
Add:
CIAC - Cash in various bank accounts
Expended CIAC included in CWIP

$

$

2,360,596
498,743

2,859,339

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
[C] = BCA Testimony



H20, Inc.

Docket No. W-02234A-07-0557

Test Year December 31 , 2006

Surrebuttal Schedule BCA-9
Page 1 of 1

RATE BASE ADJUSTMENT #5 n ADVANCES-IN-AlD-OF-CONSTRUCTION

[B] [C]

LINE
no.

1
DESCRIPTION

Advance in Aid of Construction $

[A]
COMPANY

AS
FILED

3,031 ,454

STAFF
ADJUSTMENTS

$ 34,405

STAFF
RECOMMENDED
$ 3,065,859

References
[A]: Assets per the Company's rate application
[B]: Col [C] - Col [A] Assets that were validated during audit.
[C]: BCA Testimony



H20, Inc.
Docket No. W-02234A-07-0557
Test Year Ended December 31 _ 2006

Revised Surrebuttal Schedule BCA-9,1
Page 1 of 1

RATE BASE ADJUSTMENT #G . DEFERRED INCOME TAXES

[A]
COMPANY

[6] [C]

LINE STAFF
ADJUSTMENTS
$ 582.931

STAFF
RECOMMENDED
$ 1.429.858

DESCRIPTION
Accumulated Deferred Income tax

FILED
$ 846,927

$ 4,666,614

4.666.614
38.60%

1
2
3
4
5

AIAC End of Year (Tax Basis)
AlAC End of Year (Accounting Basis)
Timing Difference
Tax rate
Accumulated Defered Income Tax Debit $1,801,313

$

$

2.872,915
3.835.234

962,319
38.60%

6
7
8
9

10
11

Accounting basis at end of year (Note 1)
Tax basis of capital assets at end of year (Note 1)
Timing Difference
Tax rate
Accumulated Defered income Tax Credit
Net Deferred Income Tax (L5 - L10)

$ 371,455
$1,429,858

Note 1 - Calculation of Plant Book and Tax Basis

Tax Book
Plant in Service (from BCA-3)
CIAC (from BCA-3)
Amort. on CIAC (From BCA-3)
Asset Cost
Acc um. Depr. (from BCA-3)
Net Book Value

$ 4,933,687
(1 ,098,453)
3,835,234$

$12.996,414
(9,309,115)

683,565
$ 4,370,864

(1 ,497,949)
$ 2,872,915

References
[A]: Accumulated DIT per the Company's rate application
[B]: Col [C] - Col [A]
[C]: BCA Testimony



H20, Inc.
Docket No. W-02234A.07-0557
Test Year December 31 , 2006

Surrebut\al Schedule BCA-10
Page 1 of 1

OPERATING INCOME STATEMENT . TEST YEAR AND STAFF RECOMMENDED

[Al [B] [D] [E]

LINE
no. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
PROPOSED
CHANGES

STAFF
RECOMMENDED

$ 3,171,070 $ $ 3,171,070 $ (159,937) $ 3,011,133
REvEA1uEs;

Metered Water Sales
Water Sales - Unmetered
Other Operating Revenue
Total Operating Revenues $

208,697
3,379,767 $

(1,125)
(1,125)

207,572
$ 3,378,642 $ (159,937) $

207,572
3,218,705

OPERA TING EXPENSES:
$ $ $ $

7,455

(2,424)
(3,948)

11,587

(19,124)
(210,061 )

790,693
77,793

253,894
4,229

169,792
75,119
66,331
12,289

175,063
214,459
52,245
61 ,213
40,000

187,311
471 ,243
63,002

197,405
171,332

1,980
91,525

790,693
77.793

261 ,349
4,229

167,368
71,171
66,331
23,976

175,063
214,459
52,245
el ,213
40,000

168,187
261 ,182
63,002

199,385
262,857

(3,150)
(60,518)

790,693
77,793

261 ,349
4,229

167,368
71 ,171
66,331
23,976

175,063
214,459
52,245
el ,213
40,000

168,187
261 ,182
63,002

196,234
202,339

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
27
28

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp.- Rate Case
Miscellaneous Expenses
Depreciation Expense
Taxes Other than Income
Property Taxes
Income Taxes
intentionally Left blank(Rounding)
Total Operating Expenses
Operating Income (Loss) $

3,083,413
296,354 $

(122,910)
121,785 s

2,960,503
418,139 $

(63,668)
(96,269) $

2,896,834
321,871

References:
Column (A): Company Schedule C-1
Column (B): Schedule BCA-11
Column (C): Column (A) + Column (B)
Column (D): Schedules BCA-1 and BCA-2
Column (E): Column (C) + Column (D)
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H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

Surrebuttal Schedule BCA-12
Page 1 of 1

OPERATING INCOME ADJUSTMENT #1 . REMOVAL OF SALES TAX FROM OTHER WATER REVENUES

LINE
no.

Acct.
No. DESCRIPTION

1 Other Water Revenue $

[A]
COMPANY
PROPOSED

208,697 $

[B]
STAFF

ADJUSTMENTS

(1,125)

[C]
STAFF

RECOMMENDED

$ 207,572

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony

Remove sales tax from other water revenues to treat it as
a pass-through item .



H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31 , 2006

Surrebuttal Schedule BCA-13
Page 1 of 1

OPERATING INCOME ADJUSTMENT #2 - RECLASSIFICATION OF MISC. EXPENSES TO PLANT ACCOUNT

LINE
no.

Acct.
No. DESCRIPTION

W]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 675 Miscellaneous Expense $ 174,833 $ (6,646) $ 168,187

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: Testimony BCA

Reciassify $6,646 from miscellaneous expenses to
Distribution Reservoirs and Standpipes



H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

Surrebuttal Schedule BCA-14
Page 1 of 1

OPERATING INCOME ADJUSTMENT #3 . RECLASSIFICATION OF REPAIRS AND MAINTENANCE EXPENSE TO PLANT ACCOUNT

Line
M

Acct.
# DESCRIPTION

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 620 Repairs and Maintenance Expense $

[A]
COMPANY
PROPOSED

169,792 $ (2,424) $ 167,368 $ (2,424)

References:
Col [A]: Company Schedeule C-1
Col [B]; Col [C] - Col [A]
Col [c]; BCA Testimony



4

H20, Inc.
Docket No. W-02234A-07-0-57
Test Year December 31, 2006

Surrebuttal Schedule BCA-15
Page 1 of 1

OPERATING INCOME ADJUSTMENT #4 . RECLASSIFICATION OF MISC. EXPENSE TO PURCHASED POWER EXPENSE

LINE
no.

Acct.
No. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1
2

Miscellaneous Expense
Purchased Power

$
$

187,311
253,894

$ (7,455)
7,455

$
$

179,856
261,349

3 Total $ 441,205 $ 441,205

References:
Col [A]; Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony

The Company erroneously posted purchased power expense to
miscellaneous expense.



H20, Inc.
Docket NO. W-02234A-07-0557
Test Year December 31, zoos

Surrebutial Schedule BCA-16
Page 1 of 1

OPERATING INCOME ADJUSTMENT #5 - REMOVAL OF LATE TAX FILING PENALTY FROM MISC. EXPENSE

LINE
n o .

Acct.
No, DESCRIPTION

[A]
COMPANY
PROPOSED

[Bl
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Miscellaneous Expense $ 179,856 $ (5,023) $ 174,833

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony

Remove late tax filing penalty from
miscellaneous expense.



H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

Surrebuttal Schedule BCA-17
Page 1 of 1

OPERATING INCOME ADJUSTMENT #6 - REMOVAL OF UNNECESSARY EXPENSE

LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Office Supplies Expense $ 75,119 $ (3,948) $ 71,171

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: BCA Testimony
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HZO, Inc.
Docket NO W-02234A-07-0557
Test Year December 31, 2006

Surrebuttal Schedule BCA-18
Page 1 of 1

OPERATING INCOME ADJUSTMENT #7 - DEPRECIATION EXPENSE

Line
No.

ACCT

Plant In
301

DESCRIPTION

[A]

AMOUNT

[B]
PROJECTED

RATE

IC]
DEPRECIATION

EXPENSE

$
131,452

7,954
538,179 17,921

255,856 8,520

4,437,582
51 ,404

2,713,063
1,649,545

207,500
2,290,426

45,343

554,698
1,712

60,230
32,991

e,91o
190,792

907

90,771
121,240

6,054
24,248

52,616 2,631

29,569
224,500

0.00% $
0.00% $
0.00% $
3.33% $
2.50% $
2.50% $
3.33% $
6.67% $
2.00% $
5.00% $

12.50% $
3.33% $
2.22% $
2.00% $
3.33% $
8.33% $
2.00% $
6.67% $
6.67% $
6.67% $

20.00% $
4.00% $
5.00% $

10.00% $
5.00% $

10.00% $
10.00% $
10.00% $

1.478
22,450

302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Service
Organization
Franchises
Land and Land Rights
Structures & Improvements
Collecting & Impounding Reservoirs
Lakes, Rivers, Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipes
Transmission & Distribution Mains
Services
Meters 8< Meter installation
Hydrants
Backflow Prevention Devices
Other Plant & Misc. Equipment
Office Furniture & Equipment
Transportation Equipment
Stores Equipment
Tools, Ship & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant 149,414 14,941

$ 12,996,414
139,406

12,857,008

$ 946,484Subtotal General
Less: Non- depreciable Account(s) (LE + L3)
Depreciable Plant (L29-L30) $

$ 9,309,115
7.36%

1
2
3
4
5
6
7
8
g

1 0
1 1
12
1 3
14
1 5
16
17
1 8
19
20
21
22
2 3
24
2 5
26
2 7
2 8
29
30
31
32
3 3
34
3 5
36
37

Contributions-in-Aid-of-Constmction (CIAC)
Composite Depreciation/Amortization Rate

Less: Amortization of CIAC (L34 x L35)
Depreciation Expense - STAFF [CoI. (C), L30 - L36]

$
$

585,302
251,182

LINE
n o . DESCRIPTION

[A]
COMPANY
PROPOSED

[8]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

38 Depreciation Expense $ 471,243 $ (210,061) $ 261,182



H20, Inc.
Docket NO. W-02234A.07-0-57
Test Year December 31, 2006

Surrebuttal Schedule BCA-19
Page 1 of 1

OPERATING INCOME ADJUSTMENT #B . WATER TESTING

LINE
n o . DESCRIPTION

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Water Testing Expense $

[A]
COMPANY
PROPOSED

12,289 $ 11,687 $ 23,976

References:
Col [A]: Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [Clz BCA Testimony



LINE
no. DESCRIPTION

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31 , 2006

Surrebuttal Schedule BCA-20
Page 1 of 1

OPERATING INCOME ADJUSTMENT #9- PROPERTY TAX EXPENSE

[A] [B]

$ $

$ $
$
$$

$ $

$

3,378,642
2

6,757,284
3,378,642

10,135,926
3

3,378,642
2

6,757,284 $

3,378,642
2
6,757,284
3,218,705
9,975,989
3
3,325,330
2
6,650,659

$ $

$ $

9,321
6,641,338

23.00%
1,527,508
128467%

s

9,321
6,747,963

23.00%
1,552,031
12.8467%
199,385
197,405

1,980

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18

19
20
21

Staff Adjusted Test Year Revenues - 2006
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of cwlp
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15) $
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax - Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase (Decrease) in Property Tax Due to Increase in Revenue Requirement

$
$
$

196,234
199,385

(3,150)

22
23
24

Increase (Decrease) in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase (Decrease) in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$$' (3,150)
(159,937)
1.96983%

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1 Page 2
Line 21: Line 19 - Line 20
Line 23: Schedule BCA-1
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H20, Inc.
Docket No. W-02234A-07-0557
Test Year December 31, 2006

Surrebuttal Schedule BCA-21
Page 1 of 1

OPERATING INCOME ADJUSTMENT #10- INCOME TAXES

LINE
n o . DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Income Tax Expense $ 171,832 $ 91 ,525 $ 262,857

References:
Col [A]; Company Schedeule C-1
Col [B]: Col [C] - Col [A]
Col [C]: Schedule BCA-2, Line 52



Present
Rates

Company
Proposed

Staff
Recommended

1 ,too
$ 15.00

1800
37.09
75DD

120.00
N/T
N/T
N/T

18.00
37.00
75.00

120.00
120.00

nor

s 11 .70
17.55
29.25
5B.5CI
93.60

18720
292.50
585.00
17.55
29.25
58.50
9360
93.50

187.20

s 10.40
15.60
25.90
51 .90
8300

16610
259.50
519.00
15.60
25.90
51 .90
83.00

Present Company Proposed Staff Recommended
1 s11 Tier 2nd Tier 151Tier 2nd Tier 3rd Tier 151 Tier 2nd Tier 3rd Tier

1 .78$ 2.11s 1 .tos 1 sos 2.05s 1 .43s 215s 258s
20,000
20,000
20,000
20,000
20,000

N/T
N/T
N/T

20,000
20,000
20,000
20,000
20,000

N/T

InfxnNe
umnne
Infinite
Infinite
Infinite

N/T
N/T
N/T

Infinite
Infinite
lninlte
Infinite
lnfnnhe

NIT

4,000
4,000

4000

10,000
10.000
25,000
50,000
B0,0DD

150,000
250,000
500,000

10,000
25,000
50,000
00,000

M M I :
nnfnu
hfh le
hfh le
IIMIIIQ
In6nle
Inlhle
M UM
h u h
e m u
h o l e
nnrmu
Infnle
lnfnle

3,000
3.000

3.000

10,000
10,000
25,000
50,000
80,000

160,000
250,000
500,000
1o,ooo
25,000
50,000
80_000

h m m
hBnh
l l l i i l l
u\fnll»
Infos
m u m
lnfnls
m u m
Mn le
HIM! !
Infhhe
ln lh ll
Infill
Infhle

» ICompany Pro sea Staff Recommended
Total Service& Line Meter Install . Trial Service Line Meter Ins1aII. Total

2B500
32000
3B0.D0
545.00
915.00

N/T
N/'T

1 ,1500D
N/T
N/T

1 ,BB5.D0
NlT
NlT

3.7BD00
N/T
N/T
N/T

385.00
385.00
43500
470.00

nor
630.00
es0.oo

505.00
845.00

1 ,170.00
1230.00

1,730.00
1_770,0D

A160s1

135.00
215.00
2s5.00
465.00

N/I'
965.00

1,690.00

1 ,470_00
2,255.00

2,350.00
3,245.00

4,545.00
6,280.00

A( Cos(

520.00
600.00
690.00
935.00

N/T
1,595.00
2,320.00

2_275.00
31110.00

3,520.00
4,475.00

6275.00
8,050.00

A! Casi

415.00
415.00
465.00
520.00

N/T
800.00
800.00

1,015.00
1 ,135.00

1 ,430.00
1 ,G10.00

2,150.00
2,270.00
A( Cos(

105.00
205.00
265.00
475.00

N/T
995.00

1,840000

1520.00
2495.00

2,570.00
3,545.00

4,925.00
6,820.00
A( Cost

52000
62000
73000
995.00

N/T
1 '/95.00
2,640.00

2,835.00
3,630.90

4,00DD0
5,155013

7,07500
9,09000
Al CDS

Company
Proposed

Staff
Recommended

15.00
25.00
15.00

NIA
25.00

(1)
(2)
(3)
(4)
(4)

15.00
12%

10.00
N/T
N/T
n / r

N/T
N/T

15.00
25.00
15.00
15.00
25.00

(1)
(2)
(3)
(4)
(4)

25.00
150%
10.00
150%

(5)
(5)

I

Cosl
Refer \o above

cho es

15.00
25.00
15.00
15.00
25.00

(1)
(2)
(3)
(4)
(4)

25.00
1 .50%
10.00
150%

(5)
(5)

Cost
Casi

Present
Rates

Company
Proposed

Staff
Recommended

87500
1,050.00
1,75000
3,500000
5,600.00

10,500.00
177500000
35,000.00

87500
1 ,D500D
1 ,750.0D
3,500.00
5,690.00

10,500.00
17,50000
355000.00

a

H20, Inc.
Docket No. w-02234A-0?.0557
Test Year December 31, 2006

Sunrebuttal Schedule BcAt22

RATE DESIGN
Monthly Usage Charge
Residential, Commercial
Irrigation and Construction
Gallons in the minimum
518' x 3:'4" Meter
314' Meter
1' Meter
1 .5" Meter
2' Meter
3" Meter
4" Meter
6" Meter
Irrigation 3/4'
Irrigation 1°
Irrigation 1.5'
Irrigation 2*
Construction 2'
Construction 3"

Commodity Charges
No Gallons included in any Minimum
Excess of Minimum - per 1,000 Gallons
5/a" x3/4' Meter
3/4' Meter
1* Meter
1 .5" Meier
2" Meter
3" Meter
4" Meter
6" Meter
lnrigaton 3»*4"
irrigation 1°
Irrigation 1 .5"
Irrigation 2"
Construction 2"
Construction 3'

Service Line and Meier Installation Charges

5/B" x 3/4" Meier
3/4" Meier
1' Meier
1.5" Meter
2" Meier
2" Turbine Meier
2' Compound Meier
3' Meier
3" Turbine Meier
3' Compound Meter
4' Meter
4' Turbine Meier
4' Compound Meier
6' Meter
6" Turbine Meier
e' Compound Meter
8' Meler and Larger

Service Charges
Establishment
Establishment (Alter Hours)
Recnnuedion (Delinquent)
Reconnection (Delinquen!)- Alter Hours
Meier Test (re Curved)
Deposit . Resklential No\e 1
Depusl - Non - Reskiential Nme 2
Depcsll Interest . Note 3
Re-Estabfshmem (VWll\ir\ 12 Mon\l1s)~ Note 4
Re-Establishmem (After Huurs)- Note 4
NSF Check
Deferred Payment, per Month
Meter ReRead (n correct)
Late Charge per Month
Company Locks Damaged by Customer- Note 5
Mains Damages by customer- Note 5

Charge of roving Customer Meters -
Per Customer Request
Alter hours service charge

Note 1
Note 2
Note 3
Note 4
Note 5

Per Commission Rules (R14-2»403.B) Two times the average bill.
Per Commission Rules (R14-2~403.B) Two and one-half limes the average Bil
Per Commission Rules (R14-2»403.B)
Months on system times the minimum (R14-2»403.D)
Per Commission Rules (R14-240713)

CAP Surcharge
Currently there is no authorized CAP surcharge. The Company proposes the following CAP surcharge in
addition to all other commodity charges and will be adjusted annually lo recover the acquisition and
purchased water costs of the Company associated with the right to receive 147 acre feet of
Central Arizona Project water each year for delivery lo customers The surcharge will include a 10 year
amortization al the acquisition cost plus the projected annual it>ed costs al the contract and the delivery
costs. Surcharge will be composed annually based on g lions sold and trued-up at the end of each year with
any over and under recovery of actual costs during the year included in me next years surcharge computation.
Start recommends denial of the CAP surcharge.

Offsite Capacity Reservation Charge (Hook-up Fee)

5/8' x3/4' Meter
3/4' Meter
1' Meier
1 %" Meter
2" Meter
3' Meier
4" Meier
G"Meter

NT No Tariff
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Arizona Admialistmdve Code

Corporation Commission - Fixed Util it ies

Title 14, ch. z

A R I Z O N A  C O R P O R A T I O N  C O M M I S S I O N
REGULATION R14-2-103

APPENDIX B
RATE BASE SCHEDULES

Schedule: B-1ARIZONA CORPORATION COMMISSION
REGULATION R14-2-I03

APPENDIX
I LLUSTRATI VE  SCHEDULE FORMAT

Title: Summary of Original Cost and RCND
Base Elements

Explanation:
Schedule showing elements of adjusted original cost

and RCND rate bases.

All Utilities
Class A
Class B
Class C
Class D

l3:1
113

l:=1

Required For:

Special Reqmt.E

RCND
Rate

Base *

Original Cost
Rate

Base*
Gross Utility Plant in Service$ $

Less: Accumulated Depreciation

3. Net Utility Plant in Service s (3) s CD)

Less:

Customers' Advances for Const1'uction (c ) (¢)

Contributions in Aid of Construction (C) (C)

Add:

Allowance for Working Capital (d) (d)

1

J

7. Total Rate Base
* Including pro forma adjustments

s (e) $ (=)

Note: For combination utilities, above information should be presented in total and by department.

Suunortinz Schedules:
(a) B-2 (d) B-5

fr»> B-3 . -
(c) E-1

(¢)
Recap Schedules:

A- 1

June 30, 2004

4.

6.

5.

2.

1.
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